




































































































































































































Top sergeant 
or the corporation 
lawyer— 


When a new venture of a client requires 
the lawyer to organize a company in some 
state outside his own and get it ready 
quickly or when a client’s new opera- 
tions or stress of competition requires you 
to get client’s corporation quickly qualified 
as foreign in one or more states . . . or 
when circumstances require an amendment 
to be filed to a corporation’s certificate in 
the domestic state or evidence of the amend- 
ment filed in all states in which the com- 
pany is qualified at such times the 
Corporation Trust system of service is to 
a corporation’s lawyer what a good top 
sergeant is to an army captain. 


Having offices and representatives in all states 
of the United States and in all provinces of 
Canada, C T makes organizing or qualifying a 
corporation in any jurisdiction and maintaining 
its subsequent corporate standing as simple for 
the lawyer as in his own home state. The Dela- 
ware corporation service of The Corporation Trust 
Company is but a sample of CT effectiveness in 
the lawyer’s interests no matter what state is 
involved. There is a C T office near you fully 
equipped to bring all the services of the com- 
pany to bear for you—write or call the nearest: 


Albany 1 ‘ 158 State Street Jersey City 2 
Atlanta 3 57 Forsyth Street, N.W. Los Angeles 13. 
Baltimore 2 >" . 10 Light Street | Minneapolis 1 
Boston 9 . 10 Post Office Square New York5. . 
Buffalo 3 . . . . 295 Main Street Philadelphia9 . 
Chicago 4 . 208 South La Salle Street Pittsburgh 22 
Cincinnati 2 . . 441 Vine Street Portland, Me. 3 
Cleveland 14 . 925 Euclid Avenue San Francisco 4 
Dallas 1. . . 1309 Main Street Seattle 4 

Detroit 26 . . 719 Griswold Street St. Louis 2 

Dover, Del. 30 Dover Green Washington 4 ’ 
Hartford . 50 State Street Wilmington 99 . . 
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General Excess Profits Relief in the 
Light of the New Regulations 


By LEON L. RICE, Jr. 


tion 722 of the Internal Revenue Code do not 

purport to tell taxpayers precisely how they 
can establish their claims for relief from excess profits 
taxes.t. Alas, the nature of the subject prohibits any 
such happy result. Yet they do set up guideposts 
which make the way clearer than do the bare terms 
of the statute itself. 

A reading of the regulations will show that, in es- 
tablishing the mythical “constructive average base 
period net income,” reliance may be had in proper 
cases upon the business experience of the industry of 
which the taxpayer is a member, or upon the experi- 
ence of similar or comparable taxpayers, who may or 
may not be members of the taxpayer’s industry. This 
calls for active cooperation among corporations which 
are in the same excess profits tax boat. In other cases 
the taxpayer may rely upon its own business experi- 
ence for periods other than the base period, while in 
still others, reliance must be placed upon “certain 
assumptions,” which presumably must be gathered 
out of thin air. 

Particularly as regards the illustrations used, the 
regulations lean heavily on the House and Senate 
Committee reports.2, While helpful as indicating the 
types of situations intended to be within the scope of 
the statute, the illustrations leave much to be desired 
in that they are almoSt invariably “clear cases.” Many 
taxpayers will be entitled to relief whose claims fall 
much closer to the borderline. 

The regulations are lengthy, detailed, and, on the 
whole, well written. In some instances they exhibit 
a liberality towards taxpayers which is worthy of com- 
mendation. An example of this is the right to obtain 
relief with respect to years in which little or no excess 
profits tax is payable, thus permitting the establish- 


—— 


'T. D. 5264, issued May 8, 1943, amending Regs. 109 to conform 
to Sec. 222 (a), (c) and (e) (1) of the Revenue Act of 1942, and to 
the Joint Resolution of March 31, 1943. This article does not deal 
with the review of abnormalities by the Tax Court, or with certain 
other matters not considered of immediate general interest. 

7H. R. Rep. No. 2333, 1942-2 CB 372; Sen. Rep. No. 1631, 1942-2 
CB 504; Conf. Rep. (H. R. 2586), 1942-2 CB 701, 


/ | VHE REGULATIONS promulgated under Sec- 
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ment of an unused credit to be carried back or carried 
over to other years. Another instance is the permis- 
sion to submit detailed data within a reasonable time 
after the September 15, 1943, deadline for filing 
applications. 

It is the purpose of this article to attempt, in as 
simple a manner as circumstances will permit, to 
fathom the meaning of the more important provisions of 
Section 722 as interpreted by the Treasury Department. 


To Whom and for What Years Relicf Is Available 


In proper instances, relief is available to all excess 
profits taxpayers whether, apart from Section 722, 
they have the option of using either the income or 
invested capital credit method or are restricted to the 
latter method. Acquiring corporations,’ as defined in 
Supplement A, and corporations filing consolidated 
returns are eligible. 

A taxpayer must clear two hurdles. It must show 
that its tax, without the benefit of the relief section, 
is excessive and discriminatory ; and it must establish 
a constructive average base period net income. 


Relief may be had for any taxable year beginning 
after 1939. 


General Principles for Determining 
Constructive Income 


With certain exceptions hereafter noted, events 
after 1939 may not be taken into account in arriving 
at the constructive income. This stems from the fact 
that such events are deemed to be affected by the 
war era. 

The taxpayer is not entitled, as a matter of right, 
to use the pre-1942 Act rule relating to the exclusion 
of a deficit year, or the 1942 rule relating to an increase 
in the lowest base period year, or the so-called growth 
formula, or certain provisions of Section 711(b)(1) 
having to do with adjustments for abnormal deduc- 
tions in the base period. The regulations add, how- 





3I, T. 3585, 1942-2 CB 158, which is to the contrary, was based 
upon the law prior to the 1942 Act. 
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ever, that “in a proper case” these rules may be taken 
into account. 
mains to be seen. 


If income in the base period is reconstructed for one 


or more, but less than all, of the years therein, the 
taxpayer must be able to show that the income for 
the years not reconstructed was not above normal in 
its case. In deciding whether income was abnormal, 
increases due to more favorable general business con- 
ditions are disregarded. 


An acquiring corporation may consider the busi- 
ness of a component corporation its own business, but 
if a constructive base period income has. been finally 
determined with respect to the component, the tax- 
payer cannot use it as a matter of right. Even though 
the taxpayer is riot an acquiring corporation, strictly 
speaking, if it has acquired substantially all of the 
assets of another corporation during the base period 
and such other corporation has ceased to do business, 
the business of the other corporation attributable to 
the assets acquired may be considered the taxpayer’s 
business. | 


Affiliated corporations making consolidated returns 
must compute the constructive income for the group 
as a unit. 


“Industry,” a term important in the regulations, is 
defined to mean “a group of enterprises engaged in 
producing or marketing the same or similar products 
or services under analogous conditions which are 
essentially different from those encountered by other 
enterprises.” 


The fact that the excess profits tax liability, apart 
from Section 722, is small or is zero does not preclude 
an application for relief, 

The excess profits credit is 95 per cent of the con- 
structive base period income, with adjustments for 
capital additions and reductions. 


Establishing That Tax Is Excessive and 
Determining Constructive Income 


1. Taxpayers entitled to use income 
credit method 


The taxpayer is entitled to relief where thé income 
credit is inadequate for one or more of the follow- 
ing reasons: 

(1) Normal production, output or operation (in- 
cluding rendition of services) interrrupted or dimin- 
ished in the base period: 

The events contemplated here are essentially phys- 
ical rather than economic, e. g., floods, fires, explosions, 
and strikes. | ; ee - 

The interruption or diminution may relate to one 
or more base period years and may be the result of 
events happening either immediately prior to or dur- 
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ing the base period. An event is considered to have 
happened “immediately prior to the base period” if 
normally the effect of the event would not be fully 
felt until within the base period. Although no arbi- 
trary time limit is prescribed, in the illustrations given 
1934 is the earliest year indicated. 

The events in question must be unusual and peculiar 
in the experience of the particular taxpayer, but the 
fact that they are likewise extraordinary in the ex- 
perience of other taxpayers does not bar relief. 

Reconstruction of normal production, output or 
operation for one or more base period years may be 
made by reference to the experience of the taxpayer 
prior to its first excess profits taxable year, or to the 
experience of a competitor, or to the experience of the 
taxpayer’s industry in general. 

(2) Business depression in base period on account 
of temporary economic circumstances: 

The depression must be the result of conditions 
unusual in the case of the taxpayer or its industry. It 
must be temporary as determined by its character and 
nature rather than by length of existence. 

Factors which affect business in general may not be 
taken into account unless they depressed the income 
of the taxpayer or of its industry more than that of 
business in general. 


Examples given of the type of circumstances in- 
tended include the loss of the taxpayer’s. sole cus- 
tomer and a price war in the taxpayer’s industry. 

Where the depression was peculiar to the taxpayer 
rather than to its industry, reconstruction may be 
upon the basis of the experience of the industry. If 
the taxpayer’s industry as a whole was depressed, re- 
construction may be upon the basis of a prior period 
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in the experience of the taxpayer or of the industry, 
or by reference to comparable taxpayers or industries. 
(3) Business depression in base period because of 
variant profits cycles or sporadic and inadequately 
represented profits periods: ; 
Reference is made here to the industry of which the 


taxpayer is a member. The events producing the 
unusual profits cycle or the sporadic profits of the tax- 
payer must be ordinary and usual in the history of 
the taxpayer’s industry. 

Where the claim is based upon an unusual profits 
cycle, the question is whether or not the period 1936-39 
(a period considered fairly normal for business in 
general) was, because of events normal in the tax- 
payer’s history or that of its industry, a period of 
normal average earnings. In making this determina- 
tion, the regulations state that it is not sufficient merely 
to compare the taxpayer’s profits cycle or that of its 
industry with the general business cycle as shown by 
various business indices. They state further that the 
variance between normal profits and the actual base 
period profits must be substantial. 

The profits cycle of the taxpayer is deemed to vary 
from the general business cycle if the taxpayer’s 
period of normal profits did not occur entirely within 
the base period. For this purpose, the taxpayer is not 
permitted to use its highest earnings or the highest 
earnings of its industry but must take into account 
the average earnings for all periods of normal earnings 
in the experience of the taxpayer or the industry. In 
many cases this would seem to require a delving back 
into years long since forgotten. 


In the case of an unusual profits cycle, the construc- 
tive income may be arrived at upon the basis of prior 
periods in the experience of the taxpayer or of its 
industry. Such periods must not be less than three 
years, and must be comparable to the 1936-39 period 
for business in general. 


\Where the business of the taxpayer is such that it 
cannot be segregated into definite cycles, the claim 
that the tax is excessive may be rested upon the basis 
that the business is subject to sporadic profits which 
are not adequately represented in the base period. To 
establish its claim, the taxpayer must show that the 
base period did not include one or more of its high 
profit years and that the normal level of earnings or 
the level of earnings for the entire history of the tax- 
payer is substantially greater than the level of earn- 
ings during the base period. 

An illustration given of the type of industry con- 
templated within the sporadic profits provision is the 
fruit canning industry. 


Where the claim is based upon sporadic profits, the 
income may be reconstructed as in the case of a variant 
profits cycle. 
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(4) Commencement or change in character of 
business: 

This is possibly the most important provision of the 
law and regulations. It recognizes that a business 
commencing or changing in character normally ex- 
periences a time-lag before normal profit levels are 
attained. If any portion of this time-lag occurred in 
the base period, the earnings of such period are con- 
sidered to be an inadequate standard of normal 
earnings. 

The commencement or change must have taken 
place during the base period or immediately prior 
thereto. A commencement or change will be consid- 
ered to have occurred immediately prior to the base 
period if usually the normal level of earnings of a 
business so commenced or changed would not be real- 
ized until sometime during the base period. 


A very important feature of the law relating to com- 
mencement or change in character of business is the 
“two-year” provision. It operates in two different 
ways, dependent upon whether or not the normal level 
of earnings was actually attained by the end of the 
base period. 


If the business of the taxpayer, as a result of the 
commencement or change, was still growing at the 
end of the base period, the commencement or change 
is considered to have been made two years earlier than 
it actually took place. In determining whether growth 
was still going on at the conclusion of the base period, 
the taxpayer may take into account its rate of growth 
prior to and during the base period but not after the 
base period. Likewise, it may make a comparison of 
its experience with that of other members of its indus- 
try for a comparable period, including the experience 
and rate of growth of the other members after a similar 
change or commencement of business. Reference 
may also be made to the future prospects of the tax- 
payer’s business under normal conditions reasonably 
predictable at the end of the base period. In this latter 
regard, despite the statutory prohibition against con- 
sidering events happening after the end of the base 
period, it will be difficult to disregard events during 
the first and second excess profits taxable years. 


If at the conclusion of the base period the earning 
level was actually reached which would have been 
reached if the commencement or change had been 
made two years earlier, the reconstruction is based 
upon the level actually attained. This means simply 
a turning back of the calendar for two years, and 
reference need not be made to such intangible factors 
as comparisons with the experience of other taxpayers 
or of the taxpayer’s industry. 

If the earning level was not reached by the end of 
the base period which would have been attained if the 
change or commiericement had ‘been made two years 
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sooner, the reconstruction of the base period income 
must be made upon the basis of reconstructed as op- 
posed to actual production, costs, demand, sales and 
sales price. Such reconstruction must be made upon 
the basis of “certain assumptions” not inconsistent 
with the two-year provision and with the experience 
of similar taxpayers which have reached a normal level 
of earnings, or of the taxpayer’s industry. 


In applying the provisions relating to commence- 
ment or change in character of business, the taxpayer’s 
base period income must be reconstructed for the 
entire base period. It is not proper, as in the case of 
certain other provisions, for there to be a reconstruc- 
tion of one or more base period years. 

An unusual feature of the law relating to commence- 
ment or change in character of business is that the 
constructive base period income may be different for 
different excess profits taxable years. This could 
happen where the business of the taxpayer was, as a 
result of the commencement or change, still expanding 
at the conclusion of the base period. Hence, what 
would be a normal level of earnings for the first excess 
profits taxable year might not, in the light of the 
growth taking place, be normal for the second or third 
excess profits taxable year. Therefore, the recon- 
struction should take into account the actual earning 
capacity which, as of the end of the base period, the 
taxpayer could reasonably have been expected to 
reach during the excess profits taxable year in 
question. 

It is often difficult to decide when there has been 
a change in the character of the taxpayer’s business 
within the intendment of Section 722. The regula- 
tions construe this phrase strictly, stating that the 
change must be substantial, that the business opera- 
tions must be essentially different after the change, 
and that an increased level of earnings must be directly 
traceable to the change. Types of changes intended 
and examples thereof given by the regulations include 
the following: 


(a) A change in the operation or management of 
the business. Examples: new processes of manufac- 
ture, different methods of distribution, employment 
of new key personnel, and adoption of radically differ- 
ent management policies. 

(b) A difference in the products or services fur- 
nished. Examples: a corporation engaged in radio 
broadcasting and a department store business discon- 
tinues the latter. 

(c) A difference in the capacity for production or 
operation. Examples: acquiring new facilities, en- 
larging old facilities, utilizing latent equipment, de- 
veloping new techniques, and increasing liquid 
working capital, thus permitting enlarged operations, 
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(d) A difference in the ratio of non-borrowed cap- 
ital to total capital. Such a difference occurs only 
where there has been a decrease in borrowed capital 
offset by a corresponding increase in equity capital. 
The change is deemed to occur by reason of the re- 
duction of interest payable. If the requirements of 
this provision are met, the amount of interest on bor- 
rowed capital retired during the base period is dis- 
allowed as a deduction in reconstructing income. 
For this purpose, the amount of borrowed capital re- 
tired is limited to the increase in equity capital. 

(e) Acquisition before 1940 of all or part of assets 
of competitor with result that competition eliminated 
or diminished. It is immaterial that the transaction 
was tax-free. In certain cases acquisitions after 1939 
are taken into account where they are the result of a 
course of action to which the taxpayer was committed 
prior to 1940; and the same is true with respect to the 
acquisition, prior to May 31, 1941, of assets of a com- 
petitor engaged in the dissemination of information 
through the public press.‘ 

(5) Other factors affecting business and resulting 
in an inadequate standard of normal earnings: 

This is a catch-all provision. The regulations pre- 
scribe no standard other than a general explanation of 
the purposes behind Section 722(b). No illustrations 
are given.® 


2. Taxpayers required to use invested 
capital method 


Certain taxpayers, mainly those coming into exist- 
ence after 1939 who are not acquiring corporations, are 
not permitted, apart from Section 722, to use the in- 
come credit method. Congress deemed it only fair 
that they likewise be allowed to use a credit based 
upon a hypothetical base period income.® Thus, it is 
decreed that the tax will be considered excessive and 
discriminatory if the credit based on capital is an 
inadequate standard because intangible assets not in- 
cludible as invested capital make an important con- 
tribution to income (example: corporation with low 
invested capital whose business depends upon trade 
contracts) ; because capital is not an important in- 
come-producing factor, (example: fashion consult- 
ant); or because invested capital is abnormally low 
for the type of business in question (example: corpo- 
ration with leased plant). 


A taxpayer which commenced business since 1939 
is entitled to take into account factors and circum- 
stances since that year in constructing base period 





*The regulations relating to these post-1939 changes are rather 
complicated and are not deemed of sufficiently general interest to 
warrant discussion here. 

5 An illustration is given in the Senate Committee Report, supra, 
note 2, at pp. 652-653 of the Internal Revenue Bulletin. 

* It is noted that, since taxpayers coming into existence after the 
base period had no actual base period income, the problem is not 
one of ‘‘reconstructing’’ income but of ‘‘constructing’’ it. 
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income. This is a privilege not generally extended 
to taxpayers actually or constructively in existence 
before the end of the base period. Factors and cir- 
cumstances to be examined include the taxpayer’s 
type of business, the relationship between its profits 
and invested capital, the relationship between its 
profits and sales, and the relationship between in- 
vested capital and profits and sales of comparable 
businesses. Any facts or conclusions arrived at with 
respect to the period after 1939 must be related either 
to the base period, or, if this period does not represent 
a normal period for the type of business of the tax- 
payer, to some other period considered normal. 

The construction of base period income may, in 
some instances, be based upon the 48 months preced- 
ing the first excess profits taxable year which would 
have begun in 1940; while in others a fictitious base 
period income may be constructed as a whole without 
constructing individual years. The experience of 
comparable taxpayers may be taken into considera- 
tion, as well as that of any previous business of which 
the taxpayer’s may be a continuation. 

In the situation at hand, just as in the case of a 
taxpayer which is still growing at the conclusion of 
the base period, it is recognized that different con- 
structive base period incomes may be required with 
respect to different excess profits taxable years. 


To avoid duplication, a special treatment is ac- 
corded net capital additions which are taken into ac- 
count in constructing base period income. They may 
not also be considered capital additions within the 
meaning of Section 713 (g), or Section 743. 


Filing Applications for Relief 

Generally, applications with respect to taxable 
years beginning in 1940 or 1941 must be filed prior to 
September 16, 1943. Form 991 (revised January, 
1943) must be used, and a separate form is required 
for each taxable year involved. However, if the data 
and information relating to both years is the same, 
only the first page and pertinent portions of Sched- 
ule A of the form need be completed with respect to 
the second year, if the data and information are in- 
corporated by reference. 


If before May 8, 1943, the taxpayer filed an appli- 
cation on Form 991 (prior to its revision in January, 
1943), relating to 1940 or 1941, it is considered an 
application under Section 722, but the relief is re- 
stricted to the specific grounds stated therein. An 
amended or supplemental application may be filed by 
September 15. 


The benefits of a carry-over from 1940 or 1941 may 
be obtained even though the application is not filed 
by September 15. It is only necessary that the ap- 
plication be filed within the time specified for filing 
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applications with respect to the year to which the 
carry-over is to be applied. Normally this would be 
within six months after the time prescribed for filing 
the excess profits tax return for such year. A similar 
provision relates to the carry-back of unused credits, 
in which case the claim must be filed within the time 
specified therefor with respect to the taxable year in 
which the unused credit arose. In the case of a carry- 
back, a refund claim on Form 843 must also be timely 
filed. 

Ordinarily, applications with respect to taxable 
years beginning after 1941 must be filed within six 
months after the date prescribed for filing the excess 
profits tax return, with the benefit of any extensions 
of time which may have been granted. 

The provisions with regard to filing applications 
with reference to carry-overs and carry-backs for 
years after 1941 are the same as with respect to taxable 
years prior to 1942. 

As noted at the beginning of the article, the regula- 
tions prescribe that, if it is not possible for the tax- 
payer prior to September 16, 1943, to obtain, prepare 
and present all of the detailed data and information 
required to establish the claim for relief, such data or 
information may be submitted “within a reasonable 
time” after actually filing the application. The same 
time leeway is afforded with respect to filing applica- 
tions for any taxable year. All grounds for the relief 
claimed must be stated in the application. 

Although Form 991 is denominated an application 
for relief, it is also considered a claim for refund with 
respect to taxes already paid. If the tax is being paid 
in instalments and all of the tax has not been paid 
in full at the time Form 991 is filed, the regulations 
state that a claim for refund should be filed on 
Form 843 as soon as possible after the tax is paid 
in full. 

Notwithstanding the general time limitations for 
filing applications for relief, the benefits of Section 722 
may also be obtained following the assertion of a 
deficiency with respect to an excess profits taxable 
year.” In such case, however, relief may be had only 
to the extent of wiping out the deficiency. 

Once the constructive base period income has been 
finally determined (e. g., by court decision or closing 
agreement), it may ordinarily be used for future years 
without again filing an application for relief. The 

same is true where the Commissioner gives his con- 
(Continued on page 411) 





7If a preliminary deficiency notice (commonly called a 30-day 
letter) is issued, the application must be filed within 99 days after 
the date of the notice. If a formal deficiency notice is issued with- 
out the issuance of a preliminary notice, or within 90 days of the 
preliminary notice, the benefits of Section 722 may be claimed in a 
petition before the Tax Court. It is important to observe that if, 
following the issuance of the preliminary notice, the taxpayer does 
not file a timely application, it cannot claim relief on appeal to 
the Tax Court with respect to a formal notice issued more than 
90 days after the preliminary notice. 







































































































































































































tains anti-windfall provisions’ relating to the 

problem of transition to the system of current 
collection of tax liabilities. Their effect is, generally, 
to limit the abatement? of individual tax liabilities 
to 75 percent *® of the 1942 or 1943 tax, whichever is 
the smaller, and, occasionally, to reduce or further 
limit the amount of that abatement. 


M4 VHE CURRENT TAX PAYMENT ACT con- 


The general limitation may be called the normal 
abatement. It can never be more than 75 percent of 
the tax for 1942 or 1943 whichever is the smaller. The 
legislative objective of the further limitation was to 
lower the ceiling or to limit the abatement to a lesser 
amount in some cases. The individuals, who may be 
subject to this further limitation, are those whose net 
income for the year which controls the amount of the 
normal abatement (1942 or 1943 whichever was 
smaller) was greater by $20,000.00 or more than the 
highest net income for any one of the years 1937 to 1940, 
inclusive. The highest income year from 1937 to 1940, 
inclusive, has been termed the “base year.” 


The Problem of Measuring the 
Height of the Ceiling 


To determine if the second limitation is applicable, 
a tax is computed on the income of the base year 
selected after increasing the income of such base year 
by $20,000.00. This tax is computed at the rates for 
either the year 1942 or 1943, whichever of such year’s 
tax was the smaller. If the tax so computed is less 
than the normal abatement of 75 percent, the ceiling 
is lowered and the tax so computed is the amount of 





1 Section 6, Current Tax Payment Act of 1943. 

2 The words discharge, forgiveness, cancellation, or remission 
could be substituted for the term ‘‘abatement."’ 

3 Where the total liability is $50.00 or less, the abatement is 100 
percent, and notch provision prevents inequity to persons whose 
tax liability is only slightly over $50.00. 
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the abatement and not the 75 percent normal abate- 


ment. If, however, the tax so computed is greater 
than the normal abatement of 75 percent, such normal 
abatement is not disturbed or reduced. In such latter 
instances the ceiling has not been lowered but remains 


at the same height, that is, 75 percent abatement. 


Example No. 1 
The 1942 Tax 1s Smaller Than the 1943 Tax 
and the Ceiling 1s Lowered 


The net income for the year 1942 is $142,310.59, on 
which the tax is $100,000.00.4 The 1943 tax is 
$120,000.00. The 1942 tax being less than the 1943 
tax, the normal abatement is $75,000.00 (75 percent of 
$100,000.00). The highest net income for any one of 
ihe years 1937 to 1940, iriclusive, is $50,000.00 for the 
year 1938. The net income for the year 1942 is 
$20,000.00 or more greater than the income for such 
“base year.” The tax on a net income of $70,000.00 
(net income for the year 1938 of $50,000.00 plus 
$20,000.00) computed at 1942 rates is $40,940.00. This 
amount is less than the $75,000.00 which is the normal 
abatement. The amount of the abatement to be 
allowed is, therefore, $40,940.00 and not $75,000.00. 
The normal abatement of $75,000.00 has thus been 
reduced by $34,060.00 ($75;000.00 minus $40,940.00 
equals $34,060.00). This amount of $34,060.00 be- 
comes a liability for the year 1943, which may, how- 
ever, be paid by the taxpayer in four equal annual 
installments, the first of which may commence on 
March 15, 1945. 

(Continued on page 371) 





‘Married person with no dependents claiming entire amount of 
personal exemption and entitled to maximum earned income credit. 
5 Computed as if $70,000.00 constituted both the surtax net in- 
come for 1942 and the net income for such year after allowance of 


all credits against net income. (Section 6 (c) (1) of Current Tax 
Payment Act of 1943.) 
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(a) Tax For 1942 Nor Greater THAN TAx FoR 1943.— 
In case the tax imposed by Chapter 1 of the Internal 
Revenue Code upon any individual (other than an estate 
or trust and other than a nonresident alien not subject 
to the provisions of sections 58, 59, and 60 of such chapter) 
for the taxable year 1942 (determined without regard to 
this section, without regard to interest or additions to the 
tax, and without regard to credits against the tax for 
amounts withheld at source) is not greater than the tax 
for the taxable year 1943 (similarly determined), the lia- 
bility of such individual for the tax imposed by such 
chapter for the taxable year 1942 shall be discharged as 
of September 1, 1943, except that interest and additions 
to such tax shall be collected at the same time and in the 
same manner as, and as a part of, the tax under such 
chapter for the taxable year 1943. In such case if the tax 
for the taxable year 1942 (determined without regard to 
this section and without regard to interest or additions to 
the tax) is more than $50, the tax under such chapter for 
the taxable year 1943 shall be increased by an amount 
equal to 25 per centum of the tax for the taxable year 1942 
(so determined) or the excess of such tax (so determined) 
over $50, whichever is the lesser. This subsection shall 
not apply in any case in which the taxpayer is convicted 
of any criminal offense with respect to the tax for the 
taxable year 1942 or in which additions to the tax for such 
taxable year are applicable by reason of fraud. 

(b) Tax For 1942 GreaTER THAN TAX For 1943.—In case 
the tax imposed by Chapter 1 of the Internal Revenue 
Code upon any individual (other than an estate or trust 
and other than a nonresident alien not subject to the 
provisions of sections 58, 59, and 60 of such chapter) for 
the taxable year 1942 (determined without regard to this 
section, without regard to interest or additions to the 
tax, and without regard to credits against the tax for 
amounts withheld at source) is greater than the tax for the 
taxable year 1943 (similarly determined), the liability of 
such individual for the tax imposed by such chapter for 
the taxable year 1942 shall be discharged as of September 
1, 1943, except that interest and additions to such tax shall 
be collected at the same time and in the same manner as, 
and as a part of, the tax under such chapter for the taxable 
year 1943. In such case the tax under such chapter for 
the taxable year 1943 shall be increased by— 

(1) the amount by which the tax imposed by such 
chapter for the taxable year 1942 (determined without 
regard to this section and without regard to interest and 
additions to such tax) exceeds the tax imposed by such 
chapter for the taxable year 1943 (determined without 
regard to this section, without regard to interest and 
additions to such tax, and without regard to credits 
against such tax under section 466 (e) or under section 
35 of such chapter), plus 

(2) if the tax for the taxable year 1943 (determined 
without regard to this section, without regard to interest 
or additions to the tax, and without regard to credits 
against such tax under section 466 (e) or under section 
35 of such chapter) is more than $50, an amount equal to 
25 per centum of the tax for the taxable year 1943 (so 
determined) or the excess of such tax (so determined) 
over $50, whichever is the lesser. Such amount shall 
in no case exceed 25 per centum of the tax for the tax- 
able year 1942 (determined without regard to this section 
and without regard to interest and additions to such 
tax) or the excess of such tax (so determined) over $50, 
whichever is the lesser. ; 

This subsection shall not apply in any case in which the 
taxpayer is convicted of any criminal offense with respect 
to the tax for the taxable year 1942 or in which additions 
to the tax for such taxable year are applicable by reason 
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of fraud. An individual who becomes subject to tax for 
the taxable year 1943 under this subsection shall be an 
individual required to make a return for the taxable year 
1943 under section 51 of the Internal Revenue Code. 


(c) ADDITIONAL INCREASE IN 1943 Tax WHERE INCREASED 
INCOME.— 


(1) Tax For 1942 NoT GREATER THAN THAT FoR 1943.—In 
the case of a taxpayer whose liability for the tax for the 
taxable year 1942 is discharged under subsection (a), and 
whose surtax net income for the base year plus $20,000 is less 
than that for the taxable year 1942, the tax imposed by 
Chapter 1 of the Internal Revenue Code for the taxable 
year 1943 shall be increased by the excess of 75 per 
centum of the tax imposed by such chapter for the 
taxable year 1942 (determined without regard to this 
section and without regard to interest and additions to 
the tax) over a tentative tax computed as if the portion 
of the surtax net income for the taxable year 1942 which 
is not greater than the sum of the surtax net income 
for the base year plus $20,000 constituted both the surtax 
net income for the taxable year 1942, and the net income 
for such taxable year after allowance of all credits 
against net income; 

(2) Tax For 1942 GREATER THAN THAT FoR 1943.—In the 
case of a taxpayer whose liability for the tax for the tax- 
able year 1942 is discharged under subsection (b) and 
whose surtax net income for the base year plus $20,000 is 
less than that for the taxable year 1943, the tax imposed 
by Chapter 1 of the Internal Revenue Code for the tax- 
able year 1943 shall be increased by the excess of 75 
per centum of the tax imposed by such chapter for the 
taxable year 1943 (determined without regard to this 
section and without regard to interest and additions to 
the tax) over a tentative tax for the taxable year 1943 
computed as if the portion of the surtax net income for 
such taxable year which is not greater than the sum of 
the surtax net income for the base year plus $20,000 con- 
stituted both the surtax net income for the taxable year 
1943, and the net income for such taxable year after allow- 
ance of all credits against net income. 


For the purposes of this subsection “base year” means 
any one of the taxable years 1937, 1938, 1939, or 1940, to 
be selected by the taxpayer. 


(d) RULEs For APPLICATION OF SUBSECTIONS (a), (b), AND 
(c).— 

(1) APPLICATION OF SUBSECTION (b) TO MEMBERS OF 
ARMED FORCES.—If the taxpayer is in active service in the 
military or naval forces of the United States or any of 
the other United Nations at any time during the taxable 
year 1942 or 1943, the increase in the tax for the taxable 
year 1943 under subsection (b) (1) shall be reduced by 
an amount equal to the amount by which the tax for 
the taxable year 1942 (determined without regard to this 
section) is increased by reason of the inclusion in the 
net income for the taxable year 1942 of the amount of 
the earned net income (as defined in section 25 (a) (4)). 

(2) JOINT RETURNS.—If the taxpayer either for the tax- 
able year 1942 or for the taxable year 1943 makes a joint 
return with his spouse, the taxes of the spouses for the 
taxable year for which a joint return is not made shall 
be aggregated for the purposes of subsections (a), (b), 
and (c), and in case the taxable year for which a joint 
return is not made is the taxable year 1943, the liability 
for the increase in the tax for the taxable year 1943 under 
subsections (b) and (c), shall be joint and several. 

(3) FOREIGN TAX CREDIT AND APPLICATION OF SECTIONS 
105, 106, anv 107.—The credit against the tax imposed 
by Chapter 1 of the Internal Revenue Code for the taxable 

year 1943 allowed by section 31 of such chapter (relating 
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to taxes of foreign countries and of possessions of the 
United States), shall be determined without regard to sub- 
sections (a), (b), and (c). Sections 105, 106, and 107 of 
such chapter (relating to limitations on tax) shall be applied 
without regard to subsections (a), (b), and (c). 

(4) Section 107 INCOME ATTRIBUTED TO BASE YEAR.—That 
portion of the compensation which is received or accrued in 
the taxable year 1942 (if the tax for such year is not greater 
than that for the taxable year 1943), or in the taxable year 
1943 (if the tax for such year is less than that for the taxable 
year 1942), and which under section 107 of the Internal 
Revenue Code is attributed to the base year, shall for the 
purposes of subsection (c) be excluded in computing the 
surtax net income for the taxable year 1942 or 1943, as 
the case may be, and be included in computing the surtax net 
income for the base year. 


(5) PARTNERSHIP BUSINESS FORMERLY OPERATED AS CORPORA- 
TIoN.—If, during the base year of any individual, such indi- 
vidual was a shareholder in a corporation and if substantially 
all of the assets of such corporation were at any time prior 
to May 1, 1943, acquired by such individual or a partnership 
of which he is a partner pursuant to the complete liquida- 
tion of such corporation, and if at all times after such liquida- 
tion up to and including the taxable year 1942 (if subsection 
(a) is applicable) or the taxable year 1943 (if subsection (b) 
is applicable) the trade or business of such corporation was 
carried on by such individual or partnership, for the pur- 
poses of subsection (c) such individual may compute 
his surtax net income for the base year as if the earnings 
and profits of the corporation for the taxable year ending 
with or within the base year had all been distributed as 
dividends at the end of such taxable year. If the interest of 
such individual in the partnership is proportionately less 
than his interest in the corporation, his distributive share 
of such dividends shall for the purposes of this paragraph 
be adjusted to reflect such difference. 

(6) CERTAIN PORTIONS OF INCREASE IN 1943 TAX NOT PART 
OF ESTIMATED TAX.—The amount by which the tax for the 
taxable year 1943 is increased under subsection (a), (b) (2), 
or (c) shall not be considered to be a part of the tax for 
such taxable year for the purposes of sections 58, 59, 60, 
and 294 (a) (3), (4), and (5) of the Internal Revenue Code. 

(7) TAXPAYER DYING IN TAXABLE YEAR 1942.—If the indi- 
vidual dies during the taxable year 1942, subsections (a), 
(b), and (c) shall not apply. ; 

(e) EXTENSION OF TIME FOR PAYMENT OF PorTIONS oF IN- 
CREASE IN 1943 Tax.— 


(1) TWENTY-FIVE PER CENTUM INCREASE UNDER SUBSECTION 
(a) or (b).—At the election of the taxpayer, made under 
regulations prescribed by the Commissioner with the ap- 
proval of the Secretary, the Commissioner shall, except as 
hereinafter provided, extend the time for the payment of 
the portion of the tax for the taxable year 1943 equal to 
one-half of the amount of the 25 per centum increase 
therein under subsection (a) or (b) (2) for the taxable year 
1943, in which case such portion shall be paid on or before the 
fifteenth day of the fifteenth month following the close of the 
taxable year. The Commissioner may condition the extension 
upon furnishing by the taxpayer of a bond in such amount, not 
exceeding the amount with respect to which the extension ap- 
plies, with such surety or sureties, as the Commissioner deems 
necessary, conditioned upon the payment of such amount in 
accordance with the terms of the extension. If such amount 
is not paid on or before the date on which it is payable, it 
shall be paid upon notice and demand from the Collector. 
If such amount is not paid on or before the date on which 
it is payable, there shall be collected, as a part of the tax, 
interest on such amount at the rate of 6 per centum per 
annum for the period beginning with the date on which 


such amount is payable and ending with the date on which 
it is paid. 
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(2) INCREASE UNDER SUBSECTION (c).—At the election of 
the taxpayer, made under regulations prescribed by the 
Commissioner with the approval of the Secretary, the Com- 
missioner shall, except as hereinafter provided, extend the 
time for the payment of the portion of the tax for the taxable 
year 1943 equal to one-half of the increase therein under 
subsection (c), in which case such portion shall be paid in 
four equal annual installments, the first of which shall be 
paid on the fifteenth day of the fifteenth month following 
the close of the taxable year, and of the remaining install- 
ments one of which shall be paid on the last day of each 
succeeding twelve-month period, except that any install- 
ment may be paid prior to the date prescribed for its pay- 
ment. The Commissioner may condition the extension 
upon the furnishing by the taxpayer of a bond in such 
amount, not exceeding the amount of such increase, with 
such surety or sureties, as the Commissioner deems necessary, 
conditioned upon the payment of such amount in accord- 
ance with the terms of the extension. If the time for the 
payment of such portion is extended, there shall be col- 
lected, as a part of the tax, interest on each installment at 
the rate of 4 per centum per annum for the period beginning 
with the date prescribed for the payment of the tax for such 
taxable year and ending with the date on which such install- 
ment is paid or the date on which it is payable, whichever 
is the earlier. If any installment is not paid on or before 
the date on which it is payable, it and the remaining install- 
ments shall be paid upon notice and demand from the Col- 
lector. If any installment is not paid on or before the date 
on which it is payable, there shall be collected, as part of 
the tax, interest on such installment at the rate of 6 per centum 
per annum for the period beginning with the date on which 
such installment is payable and ending with the date on 
which it is paid. 

(f) TREATMENT OF PAYMENTs ON ACCOUNT oF 1942 Tax.—Any 
payment (other than interest and additions to the tax) made 
on account of the tax imposed by Chapter 1 of the Internal 
Revenue Code for the taxable year 1942 upon a taxpayer whose 
liability for such tax is discharged under subsection (a) or 
(b) shall be considered as payment on account of the esti- 
mated tax for the taxable year 1943. In the case of any 
extension of time for the payment of such tax granted by the 
Commissioner prior to September 1, 1943, payment of the por- 
tion thereof which if such extension had not been granted 
would have been payable under section 56 (b) prior to such 
date shall be made notwithstanding subsection (a) or (b), 
but the foregoing provisions of this subsection shall apply 
to any such payment. In case the taxpayer becomes delin- 
quent, prior to September 1, 1943, in the payment of such tax 
or any installment thereof, subsection (a) or (b) shall not 
relieve the taxpayer of his liability for the tax, but the fore- 
going provisions of this subsection shall be applicable to 
payment of such liability. If any payment on account of the 
tax imposed by such chapter for the taxable year 1942 is 
made pursuant to a joint return made by husband and wife 
for such taxable year, and such payment is considered as a 
payment on account of the estimated tax for the taxable year 
1943, such payment may be treated as a payment on account 
of the estimated tax of either the husband or the wife for 
such taxable year or may be divided between them. 

(g) Use or Term “TAXABLE YEAR.”—For the purposes of this 
section the terms “taxable year 1937”, “taxable year 1938”, 
“taxable year 1939”, “taxable year 1940”, “taxable year 1942”, 
and “taxable year 1943” mean, respectively, the taxable year 
beginning in 1937, 1938, 1939, 1940, 1942, and 1943, respec- 
tively; and “taxable year” as applied to the taxable year 1942 
or 1943 shall not include any period of less than twelve montlis 
unless occasioned by the death of the taxpayer or unless 
there is no taxable year of tweive months beginning in such 
calendar year. 


(h) REGULATIONS.—This section shall be applied in accordance 


with regulations prescribed by the Commissioner with the 
approval of the Secretary. 
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Analysis of the Anti-Windfall Provisions 
(Continued from page 368) 
Revised 1943 Tax Summarized 
(1) The tax for 1943 not disturbed by 
the abatement provisions of the Cur- 
rent Tax Payment Act ........_... $120,000.00 
(2) The 25 percent unabated portion of 
the 1942 tax remaining after the ap- 
plication of the 75 percent normal 
abatement provisions of the Act... ... 
(3) The reduction of the amount of the 
normal abatement by reason of the ceil- 
ing having been lowered to $40,940.00 
($75,000.00 minus $40,940.00 equals 
$34,060.00) 


25,000.00 ° 


34,060.00 * 


Total liability for the year 1943... $179,060.00 


Example No. 2 
The 1943 Tax Being Smaller Than the 1942 
Tax and the Ceiling Is Lowered 


The net income for the year 1943 is $132,433.27, on 
which the tax is $96,000.00. The 1942 tax is 
$120,000.00. The 1943 tax being less than the 1942 
tax, the normal abatement is $72,000.00 (75 percent 
of $96,000.00 equals $72,000.00). The highest net in- 
come for any one of the years 1937 to 1940, inclusive, 
is $80,000.00 for the year 1940. The net income for 
the year 1943 is $20,000.00 or more, greater than the 
income for the “base year” 1940. The tax on a net 
income of $100,000.00 ($80,000.00 net income for the 
year 1940 plus $20,000.00) computed at the 1943 rates 
is $70,140.00. This amount is less than the $72,000.00 
which is the normal abatement. The amount to be 
abated is, therefore, $70,140.00 and not $72,000.00. The 
normal abatement has thus been reduced by $1,860.00 
($72,000.00 minus $70,140.00 equals $1,860.00). This 
amount of $1,860.00 becomes a liability for the year 
1943 which may, however, be paid by the taxpayer in 
four equal annual installments, the first of which may 
commence on March 15, 1945. 


Our July Cover 


The flag on our cover is in support of the 
United States Treasury Department’s War Sav- 
ings program. In a recent letter Secretary 


Morgenthau wrote “you will be pleased to know 


that great credit is given to the magazines for 
an increase in the sale of Bonds last summer. 
Our need for another effort of this kind is even 
greater this year and I trust we can again count 
on the fine cooperation of America’s magazines.” 
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Revised 1943 Tax Summarized 


(1) The tax for the year 1943 not dis- 
turbed by the abatement provisions 
of the Current Tax Payment Act..... $ 96,000.00 
(2) The amount by which the 1942 tax is 
greater than the 1943 tax ($120,000.00 
minus $96,000.00 equals $24,000.00) . . 
The 25 percent portion of the 1943 
tax remaining after the application of 
the 75 percent normal abatement 
(25 percent of $96,000.00 equals 
es Pee 
The reduction of the amount of the 
normal abatement by reason of the ceil- 
ing having been lowered to $70,140.00 
($72,000.00 minus $70,140.00 equals 
ES eee eee 


24,000.00 
(3) 


24,000.00 ° 
(4) 


1,860.00 ? 


Total liability for the year 1943 $145,860.00 


Example No. 3 


The 1942 Tax Being Smaller Than the 1943 
Tax But the Ceiling Is Not Lowered 


The net income for the year 1942 is $142,310.59, on 
which the tax is $100,000.004 The 1943 tax is 
$120,000.00. The 1942 tax being less than the 1943 
tax, the normal abatement is $75,000.00 (75 percent 
of $100,000.00). The highest net income for any one 
of the years 1937 to 1940, inclusive, is $100,000.00 for 
the year 1938. The net income for the year 1942 is 
$20,000.00 or more, greater than the income for the 
“base year” 1938. The tax on the net income of 
$120,000.00 (net income for the year 1938 of $100,000.00 
plus $20,000.00) computed at 1942 rates is $82,140.00. 
This amount being greater than the $75,000.00 nor- 
mal abatement (75 percent of $100,000.00), the amount 
to be abated is the normal abatement of $75,000.00. 
It will be noted that in this instance the tax on the 
net income of the “base year” plus $20,000.00 exceeds 
the 75 percent normal abatement. The normal abate- 
ment is, therefore, not reduced or disturbed. The 
application of the principles of the second limitation 
in the windfall provisions of the Current Tax Payment 
Act have no effect upon the liability of the taxpayer 
in this instance. This is so even though the net in- 
come for the year 1942 was $42,310.59 in excess of 
the net income of $100,000.00 for the “base year” 1938. 

(Continued on page 399) 





* Payable on March 15, 1944, but taxpayer may elect under regu- 
lations to pay one-half on March 15, 1944, and remaining half on 
March 15, 1945. (Section 6 (e) (1) of the Current Tax Payment 
Act of 1943.) F 


7 Payable on March 15, 1944, but taxpayer may elect under regu- 
lations to pay such portion in four equal annual installments from 
March 15, 1945, to March 15, 1948, with interest at the rate of 4 
percent. (Section 6 (e) (2) of the Current Tax Payment Act of 
1943.) . 








Consequences of Integrated State 
Tax Administration 


By JAMES W. MARTIN 


EORGANIZATION of state tax administra- 

tion agencies to place all, or nearly all, the 

revenue control and operating functions under 
a single management has occurred on two bases. 
Several states have consolidated or unified adminis- 
trative responsibility in one department but have 
maintained practically independent subordinate oper- 
ating divisions. Examples are numerous, among 
them Alabama, Massachusetts, Montana, Pennsyl- 
vania, and South Carolina. Much can be said con- 
cerning the merits of placing all tax administration 
in one agency even though nothing further is done. 
Perhaps the most important consequence is that such 
consolidation effects some progress toward unification 
of tax policy.t Also certain operating economies are 
thus made possible. 

A second group of states not only has placed the 
tax administration work in one department, but also 
has knit closely together all the work of this one 
agency. In these latter states the practically unified 
responsibility is lodged in one office; and that office 
operates in the main as a single unit, not as a series 
of independent or semi-independent divisions or bu- 
reaus. Someone has said that integrated tax admin- 
istration cannot be provided by lawmakers. The 
legislative branch of government can make possible 
unitary tax management; administrators must work 
out and install a plan which will really weave all rev- 
enue procedures into a single operating entity.” 

The purpose of the present paper is to inquire into 
the economy and operating efficiency of the state tax 
departments which have responsibility for handling 
all or nearly all of the state’s tax administration pro- 
gram and which operate asa unit. The discussion will 
ignore the state tax departments which have general 





1 The unification of tax policy in the state is extremely important 
to securing a good job. As long as one taxpayer gets one answer 
and another a different answer to identical questions, taxpayer con- 
fidence cannot be expected. The issue will be considered below. 
See Mayne S. Howard, Principles of Public Finance (Commerce 
Clearing House, Chicago, 1940), p. 431; and Office of the Governor 
of Missouri, Consolidation of Tax Agencies (Jefferson City, 1943), 
pp. 6, 12. 

2 The late Commissioner Mark Graves, after a quarter of a century 
of leadership among tax administrators, put the point in this way: 
““A word of caution should be injected at this point. Actual cen- 
tralization of tax administration requires something more than the 
enactment of a law and the formation of a paper organization. It 
renders necessary the internal reorganization and integration of 
units, sometimes along functional lines, and the amalgamation of 
many units into a smoothly working machine which will articulate 
as a whole and operate efficiently.’’ ‘‘Administration of State Taxes 
as Viewed by an Administrator,’’ Annals of the American Academy 
of Political and Social Sciences, Jan., 1936, p. 190. 
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responsibility but which operate through semi-inde- 
pendent divisions or bureaus. 


I. Statistical Evidence as to the Effectiveness of 
Integrated Tax Administration 

In undertaking to test the relative operating elicc- 
tiveness of particular tax administration plans, one 
runs into complications. Frequently, when reorgani- 
zations occur other changes are made at the same 
time; thus one seeking to appraise administrative re- 
sults is in danger of attributing all the efficiency to 
the management plan. Perhaps this error may result 
in overstatement of the achievements of the new man- 
agerial arrangement. However, if the showing is 
consistently of the same character in states which have 
tried integration, such a showing should be regarded 
as thoroughly persuasive evidence. 

Several quantitative tests and several non-statistical 
tests can be applied. Of the most significant numeri- 
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cal measures, three are universally persuasive: 
(1) How much money was collected before and after 
reorganization? (2) How much did tax administra- 
tion cost before and after? (3) How many employees 
did it take before and after to do the work? Let us 
examine integrated tax administration from these 
viewpoints.* 


The Revenue Picture 


With the single known exception of Oklahoma, 
which adopted its reorganization in the beginning of 
the 1930-1935 depression, every state that has consoli- 
dated and integrated tax administration showed a 
marked upswing in revenue the year after initiating 
its administrative plan. In each state, as shown in 
Table 1, the revenues in succeeding years increased. 
In Oklahoma, for example, the reorganization year, 
1931-32, showed collections of $22,355 thousand; the 
next three years—that is, the depression period— 
averaged $26,067 thousand. In some states the in- 
crease represented partly the yield from new taxes. 
This was especially true in Kentucky * and Utah. But 
no important new taxes or rates were imposed in the 
reorganized states of Colorado, Kansas, Louisiana, 
and Michigan. And yet after reorganization these 
states showed distinct revenue increases. 


In general, therefore, the evidence available indi- 
cates a rise in revenue productivity contemporane- 
ously with reorganization. Except in two of the eight 
states the advance was greater than in the average of 
all states. In Kentucky with no change in rate there 
was a $1.5 million increase in gasoline tax revenue 
alone; also without rate change the Kentucky distilled 
spirits production and import tax revenue showed a 
25 per cent increase the year following reorganization. 


Cost of Administration 


Perhaps the most arresting objective showing from 
revenue department integration programs is found 
in the consistent reductions in administrative costs 
which seem invariably to result. One of the most 
recent cases is Colorado, where as shown in Table 2, 
the revenue increased following the 1941 reorganiza- 
tion and the cost of administering it declined. The 
administrative cost per dollar collected was cut more 
than 25 per cent. In the case of the 1940 Louisiana 
reorganization, the reduction was even more pro- 





*Cf. James W. Martin, Principles of State and Local Tax Ad- 
ministration (University of Kentucky Bureau of Business Research, 
1937), and Graves, op. cit., pp. 189-195. For a good sample state- 
ment of the operating results of integration in one state, see Ken- 
tucky Department of Revenue, Twenty-First Annual Report, 1939, 
Pp. 21-30, 

* All statistics cited in this paper, except as otherwise indicated, 
are based on official reports of the agencies concerned. Some other 
States adopted the new plan at favorable, and some at unfavorable, 
times—as shown in Table 1. 

° The subsequent revenue decline in Kentucky reflected repeal of 
tax measures. 


° Cf. Tax Institute, Tax Yields, 1941, p..30.. 
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nounced. The other states show comparable results. 
The only instance known in which the showing was 
even modest was Oklahoma, a state confronted im- 
mediately after adopting its program with a record- 
breaking depression. But Oklahoma’s operating costs 
were cut slightly in comparison with revenue col- 
lected.*. New York State, which reorganized over the 
period 1922-1926, showed a decline from 1.88 cents 
expended for each dollar collected in 1921 to 1.14 cents 
in 1927, 0.88 cents in 1928, and 0.80 cents in 1929. 


Whereas, in the average state costs of tax adminis- 
tration are climbing—and in many the cost of collect- 
ing each dollar has advanced during the past 15 years ° 
—in the reorganized and integrated state administra- 
tions the unit costs are invariably less than they were 
in predecessor agencies before integration. The de- 
cline, however, does not continue indefinitely. As far 
as data are available, they appear to show that the 
lowered administrative cost continues on about an 
even keel after one or two or three years. At any 
rate, there is no evidence that expenses character- 
istically rise later to the level existing prior to 
integration. 


Number of Persons Employed 


Personnel costs bulk large in tax administration 
expenses. It is not surprising, therefore, that the 
number of persons employed by reorganized and knit- 
together agencies is reduced. Information is avail- 
able for only a part of the states; but, in every state 
for which statistics are at hand (shown in Table 3), 
the number of persons employed in such agencies is 
definitely less after integration. 

To a considerable extent these reductions in staff 
were effected at unfavorable times. In the case of 
Colorado and Michigan the issue was not as serious 
as in Kentucky and New York; but it was much more 
difficult than a reduction would be now. At the pres- 
ent time, as a matter of fact, the personnel problem 
in practically all states is not to retire manpower, but 
to retain enough to make operation feasible. Thus, 
reorganization would be easier now than in the past 
in respect of personnel adjustments. Whether this 
would mean that a newly integrated state revenue 
department could retire a larger percentage of per- 
sonnel than have the already reorganized states is 
doubtful. The states of the reorganized group per- 
sonally observed in action have gone about as far as 





™The data referred to are not in every case computed on the 
same basis from one state to another. If the state itself con- 
sistently leaves out motor vehicle or motor operators’ license costs 
as primarily for policing rather than revenue administration, for 
example, they are omitted in the text. In the case of Michigan only 
payroll costs are published. 

*8 Based on statistics in a different form in Thomas J. Reynolds’ 
“Cost of Administering the Various State and Local Taxes,’’ Studies 
im Current Tax Problems, Twentieth Century Fund, 1937, and James 
W. Martin, Cost and Efficiency of Tax Administration, U. S. 
Treasury Department, 1942, chap. 2 (not yet published), 
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TABLE I 


GROSS REVENUE COLLECTIONS 
IN STATES HAVING INTEGRATED ADMINISTRATION * 
BEFORE AND AFTER REORGANIZATION 


’ Revenue collected (in thousands of dollars) ———_y 
Year before Revenue, year Yearof Year after Second year Third year Average year 





State change beforechange change change afterchange after change after change 
Colo. .1939-40 ~—i wn... $6 SHAD l..... Ge a eatin 
Kan. _ 23,814 24,017 $ 26,069 $ 26,662” $ 25,583 
Ky. ....... 1934-35 $ 34,958 35,454 44,557 43,580 41,395 43,177 
| ee 1938-39 ~—ti( 64,476 a ee ee er 
Mich. . 1940-41 90,790 100,900 __.......... dante adit)” -eeleiee. 
Ne Y. 1921-22 108,654 131,337° 179,746 210,912 253,356 214,671 
Okla. .. 1930-31 6 Sia 22,355 20,459 26,402 31,341 26,067 
Utah ... 1931-32 438 6,252 7,710 9,202 7,731 


* What constitutes a ‘‘unified and integrated’’ tax administration is not invariably easy to 
decide. In general, such departments, in addition to having practically complete responsibility for 
the state’s tax administration, also maintain certain general departmental staff services, such as 
research, personnel control, administrative efficiency service, and legal advisory facilities, and 
bring together under one management such functions as accounts, files, collections, stores, and 
mail. The following states, among others, have some of these characteristics: Alabama, Delaware, 
Minnesota, Mississippi, North Carolina, North Dakota, Pennsylvania, Tennessee, Rhode Island, 
and Wisconsin. For example, the Delaware and Mississippi tax departments are rather fully 
integrated; but their jurisdiction is restricted (see Report of Delaware State Tax Commissioner, 
1938, pp. 49-50). North Carolina and Pennsylvania have complete jurisdiction but they are 
decidedly disintegrated. Rhode Island is a doubtful case; and, had full data for that state been 
at hand, I should have included the figures in the table—despite the scattered files which are 
maintained by the tax division. (Integration in Kansas appears to be incomplete.) Except as 
otherwise indicated, the data are from reports of the departments concerned. 

> The fourth year the figure is $30,587. 

¢ Four-year average for period during which reorganization was in process. See Report of the 
State Tax Commission, 1936, p. 69. Note also address by President Mark Graves of the New York 
Tax Commission before the Economics Club of Detroit, Michigan, April 17, 1939. These data 
exclude revenues from motor vehicle registrations and operators’ licenses. 





is probably wise. Some of them, in fact, have retired 


too many people to make full efficiency immediately 
possible. 


For the attorneys, for 


II. Explanation of Economies 
Observation of unified and integrated revenue ad- 
ministration agencies, under the direction of the state’s 
governor, should reveal some explanation of operating 
economies.® In practice, it actually does so.’° In the 
remainder of this discussion there are set out several 
observations which explain economies. 


problems. 


tions. 
work.!* 


TABLE 2 


Economy in the Use of 


Specialized Skills 


COST OF TAX ADMINISTRATION IN CENTS FOR EACH DOLLAR 
OF STATE TAX REVENUE COLLECTED BY 
REORGANIZED AGENCY * 


July, 1943 


staff, a statistical and research 
staff, and a legal staff in each 
tax department. In addition 
every department needs a 
contingent of subordinate ad- 
ministrative personnel. Some- 
times, of course, there is a 
degree of idleness due to the 
fact that the work load is not 
well distributed in offices ad- 
ministering one or two taxes; 
and that means more waste. 
In the department which is 
unified to handle all the tax 
work of the state and closely 
integrated to make the entire 
department operate as a unit, 
there is only one department 
head, one auditing staff, one 
statistical organization, and 
one law department.** The 
saving is obvious. Also, in 
such an agency other analo- 
gous savings are possible. 
example, litigation in income 


taxation may at a given time be slow; but the lawyers 
can effectively employ themselves on property tax 
In an off-season for gasoline tax legal 
work, they may turn attention to sales tax investiga- 
So it is in connection with all branches of staff 

Such utilization of specialized skills would 
not be practicable if each of these taxes were inde- 
pendently administered. 


Cost in cents per dollar collected, 


, Y f Year bef Y f 
It is acommonplace that tax on tees ee 


s : : : State change change change 
administration is a technical (Colo. 1939-40 3.86 2.26 
task, that it requires for real Kan. ..... 1937-38 3.07 2.94 

he b a Ky. .. 1934-35 1.77 1.43 1.08 
Success the Den pOOeIe aS tt. 1938-39 3.01" 2.92 1.67 
ministrative, public relations," Mich. ... 1.2 0.9 0.7 
: ‘ N.Y. .... 1921-22 1.88 1.494 1.14 
accounting, analytical, and Okla*® . 1930-31 150 139 
legal talent.” In the light Utah* 1931-32 | 19.8 3.15 


of the existing scarcity of 
highly trained manpower, it 
is especially important that 
such skill be not wasted. If 
tax administration is divided 
among half a dozen agencies, 
there is need of a well paid 
executive officer, an auditing 


* Note (a) of Table 1 is applicable to this table. 


Department of Revenue, Annual Report, 1942, pp. 6-7. 
1941 and July, 1942. 


preceding table. 


mission, 1943, p. 142. 
f Note (a) of Table 1 is applicable to this table. 


Yearafter Secondyear Third year Average year 
change afterchange afterchange after change 


2.71 1.88 2.51 
1.10 1.20 1.13 
0.88 0.80 0.94 
1.44 1.61 1.46 
2.41 3.06 2.87 


>To make data for 1938-39 more consistent with following years the two calendar years’ 
averages are taken. The data for calendar years 1938 and 1939 were 3.06 and 2.96 cents respec- 
tively. First Annual Report of the Department of Revenue, Louisiana, 1940-41, p. 22. 


¢ The cost data are payroll expenses only. They are estimated from data published in Michigan 
Figures are for July and December, 


4 Four-year average for period during which reorganization was in process. 


* “Current operating expenses’’ exclusive of capital outlay, etc., Report, Oklahoma Tax -Com- 


See notes to 
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As in any other business it is economical to pay a 
very small number of people good salaries in order 
that their planning may make possible paying a large 
number of people small salaries. This does not mean, 
of course, that the unified and integrated tax depart- 
ment set-up suggests cutting—or for that matter in- 
creasing—the pay of any particular class of workers. 
However, it does mean that, if the work is closely 
knit, varied by having available for action several 
different types of work (sales tax, income tax, prop- 
erty tax, gasoline tax, etc.), and properly manned at 
the top, there is a possibility of so planning assign- 
ments that a larger proportion of low-paid employees 
can be used than is practicable if there is no such 
unification and integration. 


Economy by Specialization 
American industry, it is said, will win the present 
war because it has developed so remarkably the assem- 





® Official viewpoints of administrators and governors in several 
of the states enjoying unified tax administration have been brought 
together in a pamphlet published by the Office of the Governor of 
Missouri, op. cit., pp. 5-13. In general the expressions are con- 
sistent with the explanation in the text which follows. See also 
Howard, op. cit., pp. 431-432. Among the official and semi-official 
reports by non-administrative agencies, the following list is illustra- 
tive of those which have commended unified administration of the 
states’ entire tax system under one management (not one expressing 
acontrary view has been found). 

Connecticut Commission Concerning the Reorganization of the 
State Departments, Report, 1937, pp. 570 ff. 

H. L, Lutz, The Georgia System of Revenue: Its Problems and 
their Remedies, chap. 3. (It is pointed out that numerous official 
commissions and committees have investigated the subject and, 
since the first in 1899, have uniformly commended consolidation 
of all tax agencies, p. 110.) 

Brookings Institution, Report on a Survey Submitted to Governor 
B. M. Miller: Taxation of the State Government of Alabama, Vol. 
4, pp. 490 ff. 

Maryland Tax Revision Commission of 1939, Report, 1941, pp. 1-13. 

Massachusetts Special Commission on Taxation and Public Ex- 
penditures, Report, Part VIII, pp. 68 ff. 

Michigan Committee of Inquiry into Taxation, Report, 1923, pp. 
31 ff. 

Michigan Tax Study Commission, Report, 1939, (Refers to similar 
commendation in earlier reports, 1922, 1930, 1938.) 

Minnesota Legislative Tax Commission of Investigation and In- 
quiry, Report, Jan., 1937, pp. 66 ff. 

Mississippi Joint Committee to Consider the State’s Revenue 
System and Fiscal Affairs, Joint Report, 1918, p. 196, as printed 
in Senate Journal. 

Brookings Institution, Report on a Survey of the Organization 
and Administration of State and County Government in Mississippi, 
1932, Part I, ‘‘The Revenue System,’’ chap. 16 on administration. 

Montana Reorganization Report, 1943, pp. 72 ff. 

New Jersey State Audit and Finance Commission, Report to the 
Governor and Legislature, 1930, pp. 39-40. 

National Institute of Public Administration, Report on a Survey 
of the Organization and Administration of the State Government of 
New Jersey, 1930, pp. 134-135. 

Brookings Institution, Report on a Survey of the Organization and 
Administration of the State, County, and Town Government of New 
Hampshire, 1932, pp. 615-622. 

New York State Commission for Revision of the Tax Laws, op. 
cit., Part I, p. 16 (commends more effective integration of con- 
solidated agency). 

Tax Survey Commission, Report on North Dakota’s Tax System 
and Its Administration, 1936, p. 50. (Report No. 7.) 

North Dakota Governmental Survey Commission, Report, 1942, 
p. 48. 

Oregon Property Tax Relief Commission, Report, 1929, p. 25. 

Joint Legislative Committee on Organization and Economy, The 
Government of the State of Texas, Part I, pp. 8-9; Part II, pp. 
127-128. 

Utah Tax Revision Commission, Report, 1929, pp. 79 ff. See also 
Pp. 94-95, 

West Virginia State Tax Commission, Report, 1927, pp. 150-151. 

Griffenhagen and Associates, Report Made to the Special Legisla- 
ae Committee on Organization and Revenue, Wyoming, 1933, Vol. 
» BD S76. 
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TABLE 3 


NUMBER OF PERSONS ON PAYROLL BEFORE 
AND AFTER REORGANIZATION * 


Number on payroll 


Number on payroll 
before reorganization 


after reorganization 


Number Date Number Date 
ae -. 456 June, 1941 349 Ave., 1942 
EEF. 292 4th Qr., 1935 151 4th Qr., 1936 
ccc chins 5 647 Dec. 31, 1939 455 June 30, 1941 
a 595 July, 1941 469" July, 1942 





® Note (a) of Table 1 is applicable to this table. 

> Included 16 temporary employees. At the end of September, 
1942, a further reduction of 13 employees had been effected. Mich- 
igan Department of Revenue, Annual Report, 1942, p. 6. 


bly-line methods of industrial production. If that is 
the case, it is a little strange that so few state tax 
administration agencies throughout the country em- 
ploy the technique which has proved such a boon to 
private industry and business. In the states studied 
at first-hand, it appears that the distinct advantages of 
the assembly-line techniques are overlooked to a 
large extent in all except the highly integrated ones. 
Consolidation of all tax agencies does not necessarily 
mean utilization of the possibilities along this line. 

To illustrate this particular point, consider the situ- 
ation that existed in Kentucky after consolidation but 
before the 1936-1937 integration. . The management 
of the gasoline tax work was almost totally in the 
hands of a supervisor and his stenographer. The 
stenographer opened the unit’s mail, handled the tax 

(Continued on page 401) 





Incident to tax administration study the revenue machinery 
of thirty states and the Canadian and United States federal govern- 
ments has been studied first-hand. Some field investigation was 
only partial. 

1 Professor Roswell Magill of Columbia University Law School, 
erstwhile assistant to the Secretary of the Treasury, Undersecretary 
to the Treasury, tax practitioner, and one of the most eminent 
students of federal taxation, begins his chapter on ‘‘Federal Tax 
Administration’’ (The Impact of Federal Taxes, Commerce Clear- 
ing House, Chicago, 1943, p. 192): ‘‘The multiplication of admini- 
strative agencies in Washington has caused great discussion of the 
place of these official groups in governmental organization. .. . 
Criticism of this character has not been much directed, apparently, 
at the Bureau of Internal Revenue, notwithstanding its extraction 
of billions of dollars from millions of citizens year after year can 
never be pleasant or popular.’’ The Bureau administers all of 
the internal revenues levied as such by the United States. 

122 Commissioner H. Clyde Reeves of Kentucky has emphasized 
the point in the following language: ‘‘Collecting taxes is technical 
work. A thorough understanding of the revenue laws and regula- 
tions issued pursuant thereto, and the conditioning of these by 
judicious interpretation, is a necessary prerequisite for the effec- 
tive performance of the duties and responsibilities of many positions 
in the Department. A knowledge of the accounting practices of 
utility companies, banks, places of amusement, and corporations, 
large and small, is also frequently a fundamental requirement.”’ 
Kentucky Department of Revenue, Twenty-First Annual Report, 
1939, p. 24. Cf. Michigan Department of Revenue, Annual Report, 
1942, p. 6, and address of Commissioner Mark Graves before the 
Economics Club of Detroit, Michigan, April 17, 1939. The economy 
to taxpayers of being able to deal with all state tax problems 
through one office is obvious. Perhaps it is not quite so apparent 
that by reason of unified revenue administration tax administrators 


. save time which otherwise would be devoted to directing taxpayers 


to the right place. Cf, Leahy’s statement, Office of Governor of 
Missouri, op. cit., pp. 11-12. 

143The Brookings Institution in its Mississippi Survey, op. cit., 
pp. 278 ff., especially emphasizes the possibilities of more efficient 
and economical] utilization of technical manpower. 

144 See Arthur S. Jandry, ‘‘Maintaining Staff Morale in Tax Ad- 
ministration,’”” and James W. Martin, “Utilizing Staff Services in 
Tax Administration,’’ Proceedings of the 1939 Conference, National 
Association of Tax Administrators, pp. 21-25. See also New York 
Commission for Revision cf the Tax Laws, Report, 1932, loc. cit. 


















































































































































































































































































































































































































































































































































































































Mr. Bopeley was for 10 years with the Internal Reve- 
nue Department and began a study of the financial 
problems of the Union as a hobby. 


His historical 
article on salary withholding is particularly interesting 
in view of the recently enacted Withholding Legislation. 





HE VICTORY SALARY withholding tax of 
| the present has an interesting counterpart in 
American history, as the Civil War Federal 
income tax law of 1862, and its successor of 1864 held 
constitutional in Springer v. United States, 102, Otto, 
586, introduced collection at the source for our na- 
tional taxation policies.'. Dividend and interest with- 
holding taxes also came at the same time, being 
administered in a manner like unto similar levies un- 
der the Recovery Act of 1933. On July 1, 1862 to 
protect the credit of the United States, bond prices 
rapidly decreasing for war financing, Congress re- 
stored the Internal Revenue and brought to Americans 
an heterogenous assemblage of taxes.’ 


Civil War salary withholding taxes were levied 
solely on Federal military, naval, and civil payrolls, 
whenever annual pay exceeded $600. They were part 
of a nationally administered income tax system, the 
Federal assessor of Internal Revenue and the indigen- 
ous collector following the armies southward. 
Although the income tax as a whole failed to survive 
the violent attacks of consumption taxation propo- 
nents in 1870-1872, the Internal Revenue in one form 
or other remained and has developed into a national 
institution. In 1862 two distinctive alliances had 
arisen in the 37th Congress, a legislative majority 
committed to high manufacturing excises on articles 
of necessity as well as luxury—compensation duties 
to sustain a high protective tariff—and an insistent 
minority demanding that if consumption was to be 
burdened by “tea taxation,” income and wealth should 
be equally burdened. 


The regular income tax “as fair in theory as any 
that can be laid” as defined by Commissioner of In- 
ternal Revenue Joseph J. Lewis in his annual report 
for 1863, was collected after an annual assessment was 





1In Collector v. Day, 78, Wallace, 13, income taxes on salaries 


received from state and local subdivisions were declared uncon- - 


stitutional where levied by the Federal Government. 


2 The first United States Internal Revenue was inaugurated under 
the Hamilton fiscal policy in 1791 and lasted to and including 1802. 
In 1813 financial demands of the War of 1812 were responsible 
for its return to America, remaining until 1817. 

The Internal Revenue bill of 1862 as recommended by Ways and 
Means Committee included excises on almost everything manu- 
factured, licenses, gross receipts, sales, documents and proprie- 
taries, liquor, beer, and tobacco taxes, legacy and successions, etc. 
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made. On the other hand the salary tax was collected 
whenever the paymaster came around. Sums with- 
held by all authorized paymasters or disbursing offi- 
cers from the pay envelopes of army and navy officers 
or civilian employees of the Government whenever the 
monthly sum exceeded fifty dollars were forwarded 
direct to the Internal Revenue cashier at Washington. 
In acknowledgment of such remittances from depart- 
ment paymasters acting for the Internal Revenue as 
collectors, official receipts were issued. The salary 
tax was put into effect on September 1, 1862, and soon 
afterward all interested parties were instructed by the 
First Commissioner of Internal Revenue for our pres- 
ent system, George Sewall Boutwell, “to deduct and 
withhold the sum of three per centum from all salaries 
and payments of every kind made in money to persons 
in the civil, military, naval, or other employment or 
service of the United States, including Senators, Rep- 
resentatives, and Delegates in Congress, upon the ex- 
cess of such salaries or payments over the rate of 
$600 per annum.” ® 

Such a salary tax came through an objective of 
Congress to provide for Government personnel a con- 
venient system for income tax payment. Whether in 
Washington or in army camp or naval warship, men 
away from home would not be troubled by an annual 
income tax responsibility. Hence its objective dif- 
fered from our present withholding tax, in which 
surety of tax collection is a primary reason. Being 
limited in scope little comment was registered for or 
against the salary tax. However, “Washington” a 
pseudonym of an officer declared against its unequal- 
ity. His complaint was publicized by the United States 
Army and Navy Journal, and Gazette of the Regular and 
V olunteer Forces, on June 11, 1864, under the caption 
“Unequal Taxation of Officers.” This was but a few 
days prior to the rate increase to five per cent, and 
concurrent with the tax debates in Congress. He in- 
sisted that if rent deductions were to be permitted 
under the regular income tax by assessment, then 
those affected by the salary tax should receive like 
allowances. Under the law he stated, “we are entitled 
to a deduction of $600, and of the amount actually paid 
for house rent, but we only receive credit from the 
Government for the $600. The paymaster deducts $50 
per month and charges 3 per cent on the balance with- 





3A Collection of Circulars and Specials Issued by the Office of 


Internal Revenue to January 1, 1871. Government Printing Office 
1871, 263. 
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out reference to what we must pay for house and room 
rent.” 4 


“Payments of every kind” to Federal personnel were 
included under the salary tax, but as a new estab- 
lished system became complex, prize money received 
not only by officers but also by enlisted men was to be 
taxed through the annual income tax assessment pro- 
cedure. In the main, prize money was derived from 
captures by the Navy, blockade-runners surrendering 
at times to a superior sea power. The Army and Navy 
Journal of. 1863-1864 in several instances told of the 
large sums divided amongst ships’ officers and able- 
seamen and major shares set aside for the former. As 
sums so received were for services rendered income 
taxes had to be paid thereon. In keeping with the 
Treasury’s policy adopted at the offset, all distributees 
were informed in general that taxes thereon were “to 
be levied by the assessors, and not payable to 
paymasters.” 


Income taxes having been relatively new and am- 
biguous, although the British had experienced them 
for many years, many questions came to the Commis- 
sioner for interpretation. Certain naval or military 
emoluments might have been earned in 1861, a year 
without administered income taxes, the income tax of 
August 25, 1861 being a “broken promise.”* Then, 
too, they. could have been earned in 1862-1863 when 
the base rate was three per cent with five per cent 
when income exceeded $10,000. When payments were 
subsequently received, in several instances in 1864 when 
rates under the Act of June 30 were five per cent on 
the first $5,000, and ten per cent in excess thereof, act- 
ing under the Commissioner’s mandate of January 5, 
1865 that “payments of prize money shall be regarded 
asincome .. . and tax collected accordingly,” assess- 
ments were made. Upon receipt of protests against 
such assessments, on January 11, 1868 the Internal 
Revenue ruled that payment dates governed tax ap- 
plication, as taxes “should be withheld from all pay- 
ments made on account of prize money without regard 
to the time when the captures were made.” *® Appar- 
ently, the collection of assessed income taxes on prize 
money had not been as prolific as anticipated. Hence 
as disclosed through the above Treasury decision the 
word withheld was used, indicating adoption of source 
collection under the broad powers delegated to the 
Treasury by the Act of June 30, 1864, where the as- 
sessed income tax failed. “Prizes” from the occupa- 
tion of districts might not have been touched by 
income taxes, as in the case of thousands of bales of 
cotton, in 1865 worth $1.20 a pound in Northern mar- 


United States Army and Navy Journal, and Gazette of the 
Regular and Volunteer Forces. Vol. I, 1863-64, New York. 
° Our first Federal income tax remained unadministered, in that 
nc system was established for its administration. 
° Digest of Decisions and Regulations Made by the Commissioner 
of Internal Revenue. Government Printing Office, 1906, 125. 
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kets, and “contraband” for the many Treasury agents 
after seizure by the Army. In that income taxes 
thereon had not been withheld by responsible officers, 
it was easy to overlook income from “prizes” when 
the assessor came around for the annual assessment. 
Consequently the Treasury had reversed its prior rul- 
ing, and declared for the withholding guarantee of 
collection. 

The Civil War Period salary tax provides another 
interesting perspective, but without comparative bear- 
ing with the Victory tax of the present in that the 
military and naval are not incorporated therein. After 
the close of the war military officers were awarded an 
extra three months’ pay. The question arose as to 
whether salary taxes were applicable, the Commis- 
sioner ruling on September 30, 1865 that the five per 
cent tax “should be deducted by the proper disbursing 
officer. The extra pay was granted for services gal- 
lantly rendered and being for services the tax must 
be deducted.” * Another subject that called for inter- 
pretation pertained to additional salary taxes due 
under, the Special Income Tax of 1863. In July 1864 
Congress legislated an additional income tax of five 
per cent flat on 1863 incomes, which was considered as 
an “extraordinary payment.” Inasmuch as salaries 
had been received with the three per cent tax deducted 
therefrom, the extra five per cent levied in 1864 to 
bolster a depleted Treasury, therefore had to be col- 
lected through the assessment procedure. For the 
reason that the district assessors rarely contacted 
army and navy officers from their localities, very little 
of the additional assessment had been collected from 
such sources. With the cessation of hostilities most 
service men returned to their homes, but others could 
not be located. For those who had returned and 
assessments had been made against them, the Com- 
missioner notified Congress that in most cases they 
remained unpaid, and since distress collection would 
cause a “manifest hardship,” he recommended that 
such liens be waived or abated. Acting favorably on 
the proposal the Legislative through a public resolu- 
tion on July 28, 1866 cancelled such tax liabilities 
where officers and soldiers of the United States had 
been honorably discharged. 

As indicated above the Civil War income tax sys- 
tem was threefold; payment through annual assess- 
ment, withholdings from dividends and bond interest, 
and a pay-as-you-go system through Federal salary 
deductions. However many men of the era on the 
Union Government payrolls enjoyed other income be- 
sides their salaries or from investments. There were 
speculative profits in gold, cotton, stocks, or commodi- 
ties; income was derived from rents and other busi- 

(Continued on page 408) 





1 Ibid. 60. 

















































































A WAR INCREMENT TAX 
Or Personal Excess Profits Tax 


By HERMAN WALKER, JR.* 


may assume that major considerations in formu- 

lating adequate war-time fiscal policy include 
the following: (a) maximum revenue yield; (b) equity, 
moral appeal, and ability to pay; (c) control of inflation 
and support of price-fixing, rationing and other emer- 
gency economic regulations; (d) social and economic 
effects consonant with both short-range and long- 
range public policy; and (e) administrative feasibility. 

A well-contrived personal War Increment Tax (more 
loosely, a “personal excess profits tax”) would appear 
admirably calculated to serve these objectives, in con- 
junction with other tax measures of sufficient propor- 
tions. Up to now, although several members of the 
Congress are reported to have called for such a tax, 
we have heard surprisingly little about it. Perhaps 
the war has been too good financially to too many of 
us ; perhaps, however, the possibilities of such a measure, 
a novel development of the tax forms to which we 
have grown accustomed, have not been sufficiently 
probed in the public forum. 

By a war increment tax is meant a special tax on 
excess personal incomes gained since the war began. 
Roughly, it would be the counterpart of the corpora- 
tion excess profits tax with which we are already 
familiar, and the desirability of which is well accepted. 
It would be a supplementary tax levied specifically 
and solely against the increase in an individual’s annual 
income over that received by him in 1941 (or some 
other base period marking the beginning of strong 
war influences on our domestic economy).' Before 
treating some of the administrative details of such a 
measure, it would be well to discuss its general prin- 
ciples and advantages. 


Revenue Yicld 


According to a March 19 statement of Secretary 
Jesse Jones, the Commerce Department estimates that 
the national income in 1943 will be $45,000,000,000 
greater than in 1941. 1941 was a record year: the 
national income substantially exceeded the previous 
peak of 1929, which used to be regarded nostalgically 
as the most prosperous of our history. Nationally, 
then, we are going to have a fat surplus of at least 
$45,000,000,000 over enough income for an unparalleled 


AYING ASIDE issues of political expediency, we 





* Mr. Walker just recently entered the armed forces, but prior to 
that he was connected with the Department of Agriculture. The 
views expressed herein are entirely personal. 

1 Refer to last part of article for outline of features of this tax, 
and for illustrations of its operation. 


standard of living. This huge surplusage should yield 
a bountiful harvest to the national treasury, if thoroughly 
exploited by the tax-gatherer. 

Of course, some of this surplus is being drained off, 
indirectly, by existing tax measures; and doubtlessly 
more of it is due to be taken through prospective 
higher levies. But even under the severest new tax 
legislation now being seriously contemplated, the 
preponderant bulk of this surplus will remain un- 
disturbed, even after adjustments for increased living 
costs. Furthermore, as a practical matter, the net 
portion of this surplus that would be exploitable through 
the direct medium of a war increment tax would be 
further constricted by the actualities of income dis- 
tribution among the population. A large share of the 
increase, that is, has accrued to low-income recipients 
who probably should not be subjected to this special tax. 

In attempting an illustrative rule-of-thumb esti- 
mate of the possible yield of a war increment tax, we 
may expect that at least one-half the post-1941 na- 
tional income increase will have been received by low- 
income persons who should be exempted from it. 
Moreover, the net additional revenue realizable from 
the taxable remainder would be considerably modified 
as a consequence of the partially duplicating incidence 
of the regular income tax. (See illustrations given in 
last part of this article.) Perhaps, then, we may con- 
servatively expect a vigorous increment tax to net one- 
fourth of the approximately one-half of $45,000,000,000 
within its reach: that is, more than $5,000,000,000. 
This not inconsiderable sum would make a good be- 
ginning toward the realization of the President’s 
$16,000,000,000 goal. 


Ability to Pay 


The proposed tax would accord with the principle 
of ability to pay—in a singular way more closely even 
than the usual income tax, which is commonly deemed 
to be the quintessence of taxation according to ability. 
This is because the increment tax would weigh solely 
on a man’s income surplus—the excess of his income 
over and above that which supports the standard of 
spending to which he has been accustomed until re- 
cently. By contrast, the usual income tax weighs on 
a man’s entire income, without special reference to 
excess increments. To illustrate: a man whose in- 
come has suddenly jumped from $5,000 to $10,000 is 
really able to pay more taxes than a man who has been 
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enjoying a stationary $10,000 for a number of years. 
The latter has pitched his plane of living and his 
financial commitments to a scale commensurate with 
$10,000, whereas the former has proceeded on a scale 
only half this. The newly rich could thus pay an 
extremely heavy tax—$4,000, or $5,000 or $6,000— 
with less apparent sacrifice to himself than the other. 

This line of argument is not intended to imply that 
those with stable rates of income are entitled to special 
favors in the apportionment of the war’s sacrifices. 
But it does mean that persons whose incomes have 
been rapidly inflated by the war—i. e., persons who 
have received what amounts to “windfalls” or un- 
toward extra gains beyond their customary needs and 
normal expectations—are fit subjects for special as- 
sessments over and above what all taxpayers alike are 
obligated to pay. 


There is a grave danger that, in the zealous search 
for adequate war revenues, income tax and excise 
rates applying to all alike may be made so severe that 
citizens with fixed or lowered incomes will be made 
to bear a disproportionate share of the sacrifice and 
burden. The way to bring real equality of sacrifice 
into the tax scheme—now that taxes are beginning to 
pinch—would be to reduce the war profiteers toward 
an approximate level of tax-paying equality with their 
compatriots, before exacting yet heavier contributions 
from all alike through the customary means of taxa- 
tion. A war increment tax would be calculated to 
do this. 


Equity 

If we can generally assume, as we fairly can, that 
the huge post-1941 increase in the national income is 
mostly or solely war-created—that fundamentally it is 
not the result of individual worth and private initia- 
tive, so much as of governmental (or “social”) effort 
—we may fairly assert that all our increment in na- 
tional income since our best pre-war year is gain 
belonging to the whole nation. Morally, we can argue 
that the individuals who have received this increment, 
this windfall gain, have not created it and are there- 
fore not entitled to it. The nation would only be 
recapturing its own, if it retrieved this increment ; and 
the customary way the nation has available to claim 
its financial due is through tax devices designed spe- 
cifically for the purpose. 


Perhaps there is no sentiment in the national code 
of morals more ardently professed than that it is wrong 
to “make profits out of war.” Such measures as the 
heavy corporation excess profits tax, the provision 
for renegotiation of war contracts, etc., have thus been 
initiated to the accompaniment of wide popular ap- 
proval. But while we have made a fair endeavour to 
curb business war profiteering, we have not specifically 
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done the same for personal profiteering (except, partially, 
through wage and salary administrative controls). 

The blunderbuss method of merely steepening the 
rates of the usual income tax does not suffice to wring 
out personal war profits. This indiscriminate expedient 
was deemed not at all adequate in the case of corporate 
incomes; it was hence judged necessary to levy an 
excess corporation profits tax of no puny proportions, 
in addition to stiffening the usual corporation income 
tax. In principle, it would be hard to explain why 
the reason behind this action does not apply with 
equal force to the case of personal incomes. If we are 
resolved to demonstrate conclusively to the boys in 
uniform and to all the world that there will be no 
pecuniary profit made from this war, it is time we con- 
sidered dealing categorically and comprehensively 
with the excess incomes of those individuals to whom 
the national suffering has been a bonanza. 


Inflation Control 


The Department of Commerce has also estimated 
that the potential “inflation gap” during 1943 will be 
well over $40,000,000,000. Consumers will have this 
stupendous sum of potential spending money over and 
above what is necessary to pay taxes at current rates 
and remove all available consumer goods at current 
price levels. The real “inflation gap,” of course, will 
be less than this—by the amount of new taxes and the 
volume of formal savings via war bonds and other- 
wise. But the sum (some estimates put the figure as 
high as $25,000,000,000) will still be huge enough to 
exert terrific pressure against prices. If this pressure 
becomes too heavy, administrative controls (as through 
OPA and WLB) cannot be expected to hold. Ad- 
ministrative regulations will direly need every bit of 
aid and succor possible. 

The readers of this journal are thoroughly aware 
that one sure way to inflation control is through the 
taxing away of surplus spending power. Any tax 
will serve the purpose, to the extent it takes enough 
money away from consumers. But it is important not 
only to divert surplus income into the Treasury ; it is 
important also to divert it from the strategic places. 
An inflationary source of particular moment is new 
income in the pockets of new spenders—spenders with 
lots of loose cash they have not had before, many with 
a spendthrift psychology who tend to compete ag- 
gressively for the limited goods available, against the 
habitual purchasers thereof.” 

There is still another way in which a war increment 
tax would be very helpful on the anti-inflation front. 
If people know unmistakably that extra income will 





2It is not intended to underwrite any high-handed ‘‘vested in- 
terest’’ theory. The details of an increment tax should beso 
arranged as to exempt income gains up to a decent living standard. 
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be siphoned off by a special and specific tax, the gov- 
ernment’s hand would be strengthened in dealing with 
the burgeoning volume of consumer income. The 
more we can attain our objectives through the “auto- 
matic” medium of rational taxation, the less we shall 
have to rely on administrative controls, beset as they 
are with awkwardness and other unpleasant features 
and difficulties. 


Social and Economic Effects 


An all-out war for the nation’s security and honor 
is not supposed to be a time for pelf as usual; it is not 
supposed to be a time when people jockey for position 
or grab for inordinate perquisites to which they other- 
wise would not be entitled. Looking ahead to the 
“long pull,” moreover, the people will not want the 
temporary expedients of a war emergency to produce 
unbalanced or unhealthy situations that could not 
result from sound, long-range policy. More specifically, 
public policy will not want war profiteers to gain un- 
deserved positions of power solely because of their 
shrewdness in capitalizing on the nation’s war-time 
necessity.® 

The war’s effects on the several segments of the 
population have been diverse and uneven, often to an 
acute degree. Some classes and individuals have been 
caught with fixed or even declining incomes, in a 
period of rising prices and steepening taxes; have had 
their businesses squeezed out or their occupations 
suspended ; or have, in the service of the nation, sacrificed 
their civilian incomes, their careers and the precious 
amenities, liberty and safety of home for the mortal 
danger, discipline, and hardship of the cantonment and 
the battlefield. Others have been plummeted into an 
era of unmatched personal prosperity; for them, the 
war has brought the boons of a boom. Social policy 
cannot rest unconcerned over the possible effects of 
this sort of situation :—the engendering of a psychology 
of inflationism ; the heated competition between groups 
to stay ahead of the race; the accumulation amongst 
the disadvantaged of resentment and envy that may 
ultimately burst into no telling what kind of unwanted 
political movement. 

The mildest and most tolerable of the possible re- 
sults would be the generation of powerful pressure 
for a large veteran’s bonus. At the extreme, it is 
hardly fair to mention the horrendous and far-fetched 
illustration of the Nazification of Germany; but it is 
not entirely out of order to point the moral that drastic 
war-caused economic disjointments do help provide 
an incubator for developments that had best be fore- 
stalled. The fight now underway to preserve sanity 





3 The argument that, in the interest of capital investment, profits 
cannot with safety be drastically curbed has little force during the 
present war period, when the government has assumed the role of 
principal capital investor. 
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and economic order on the domestic front is not yet 
won ; it is beyond question that the further marshalling 
of the forces of taxation would bring valuable rein- 
forcements to the embattled legions of righteousness. 


Administrative Feasibility 


The first administrative problem involves the ques- 
tion of the classes of income-gainers to which the 
suggested war increment tax is to apply. There is no 
difficulty here, however, if we assess the tax against 
all war-time income increases, without distinction and 
from whatever source derived (with the exceptions 
suggested below), just as we have in the case of cor- 
poration excess profits. It is both infeasible and un- 
realistic to attempt to segregate the simon-pure 
“profiteers,” popularly so-called, from all other species 
of financial gainers. For all practical purposes we 
may legitimately assume, without doing violence to 
the dominant verities, that all war-time income in- 
creases of whatever sort are war-engendered, and 
hence war profit. It would make no difference whether 
the increase came from speculation, contract broker- 
age, slapping together a barracks, selling groceries, 
receiving meteoric advancement in the bureaucracy, 
tailoring Army uniforms, or whatnot. 


The collection of the tax would not necessitate the 
creation of any novel or proliferated administrative 
apparatus. The established machinery of the Income 
Tax Unit of the Bureau of Internal Revenue would 
serve very well, with minimum staff additions, and with- 
out encountering any special administrative nuisances 
not already familiar to that organization. Any special 
form needed could be attached to the regular income 
tax form, and made a part of it. Essentially the same 
information and kind of computation would be re- 
quired of the taxpayer as at present (with the addition, 
merely, of a statement of income received in the base 
year, upon which the Treasury would have a check in 
its files of previous returns). The taxpayer would 
merely figure his war increment tax first; and then 
deduct this amount from his gross income before 
figuring his income tax obligation (regular “normal” 
and “surtax”) as usual. In fact, the suggested incre- 
ment tax on persons should be considerably less beset 
with administrative difficulties than the corporation 
excess profits tax. 


Features of the Tax 


(a) A basic exemption should, of course, be pro- 
vided: that is, a certain minimum income range within 
which the increment tax would not apply, regardless 
of increase. This exemption should be of compara- 
tively liberal dimensions, for the following reasons, 
among others. First, it would not be good social policy 

(Continued on page 409) 
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Income Tax Relief 
For Britain’s Industry 


By WALTER HILL 


Mr. Walter Hill, the editor of the London Economist, 
tells of British taxpayer’s depreciation problems under 
the British income and excess profits tax law. “The 
need for replacement will be heavy; but the Excess 


Profits Tax and the high rate of income tax are rendering 
difficult the accumulation of large reserves for this 
purpose.” 





business profits are subject to income tax, 

whether paid out to shareholders as dividends 
or retained in the business. But in order not to hamper 
the carrying out of repairs and replacements to plant 
and machinery, the fiscal laws grant relief from taxa- 
tion in respect of expenditure on repairs and of sums 
representing the depreciation in the value of capital 
equipment. In other words, income tax is levied not 
on total profits, but on total profits less certain allow- 
ances for repairs carried out and for depreciation. 

So long as the rate of income tax is comparatively 
low, such tax reliefs, while helpful, do not seriously 
affect the ability of industrialists to maintain their 
equipment in good repair and to accumulate reserves 
for replacement. Profitability, rather than tax relief, 
is the deciding factor. ; 

In recent years, however, and especially since the 
outbreak of war, they have become a matter of vital 
importance to Britain’s industry. Total profits have 
been strictly limited to the pre-war level by the im- 
position of an Excess Profits Tax of 100 per cent, sub- 
ject to a rebate of 20 per cent returnable after the war, 
but at a date yet to be fixed by Parliament. Moreover, 
the accumulation of reserves has been made more 
difficult by the doubling of the income tax charged on 
profits retained in the business; it has been raised 
from 25 per cent in 1937-38 to the present rate of 50 
per cent; this means, for example, that on every $4.00 
for which an industrialist can claim income tax exemp- 
tion in respect of repairs or depreciation, he gains $2.00. 

Fiscal legislation covering relief from income tax 
distinguishes between repairs and depreciation of plant 
and equipment. 

Normally, expenditure on repairs is exempted from 
taxation in the year during which it is incurred. Dif- 
ficulties occasionally arise when, for example, repairs 
involve an increase in the capacity of the original 
machinery or the installation of a new piece of plant. 
Expenditure of this nature may not be regarded as 
repairs, or may be only partly exempted from income 


| NDER BRITAIN’S system of taxation, all 
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tax ; such difficulties are usually settled by negotiation 
between the taxpayer and the authorities. 

The question of tax relief for repairs has been com- 
plicated by the war, because the shortage of man- 
power and materials has made it necessary for Britain’s 
industry to confine repairs to the essential plant and 


equipment. No tax relief has been granted for de- 
ferred repairs on the ground that their cost will be 
exempted from tax after the war when they are actually 
carried out. The absence of such relief increases the 
profits subject to tax, and, where they exceed the pre- 
war level, the amount of Excess Profits Tax. 

Special provision has, however, been made to avoid 
the penalization of firms which may not be able to 
carry out the delayed repairs before the termination 
of the Excess Profits Tax. An amount of Excess 
Profits Tax equivalent to an estimate of the cost of 
repairs that would normally have been incurred will 
be held in suspense, and final settlement of Excess 
Profits Tax delayed until the firm concerned has had 
an opportunity to carry out the deferred repairs. 

While fiscal practice concerning tax relief for repairs 
is fairly straight forward, it is more complicated in 
respect of depreciation in the value of equipment. 

Broadly, industrialists can choose one of two systems, 
that is to say the “renewals” system whose applica- 
tion is limited—it is the system generally used for 
portable tools and, usually, for furnaces—and the 
“wear and tear plus obsolescence” system which is 
applied to the greater part of Britain’s plant and ma- 
chinery. By the former, replacement expenditure is 
exempted from tax in the year during which it has 
been incurred, as in the case of repairs. By the latter, 
businesses are granted (a) annual relief from income 
tax for the wear and tear of equipment on an amount 
representing a percentage of its value and (b) when 
replacement takes place, relief for obsolescence in re- 
spect of the difference between the sum total of wear. 
and tear relief and the original cost of the equipment, 
provided an amount at least equal to this difference 
has in fact been spent. 

An example will show how the “wear and tear plus 
obsolescence” system operates: Suppose a manufac- 
turer has bought a machine for $1,000, has written 
down its value to $500 under the system of wear and 
tear relief, then scrapped it, receiving $100 from a 
scrap merchant, and bought a new machine; he may 
then claim as obsolescence relief the difference of $400, 
provided he has spent at least $4C0 on the new machine. 
If he has made no profits in the year of replacement the 
claim may be carried forward to the next year. 

The fiscal authorities do not insist on proof that the 
plant that has been replaced was technically obsolete ; 
nor do they insist on a narrow interpretation of the 
word replacement. Industrialists can therefore take 
advantage of technical changes, of replacing a machine 

(Continued on page 383) 
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Rates of Wear and Tear Tax Relief in Major Industries 


Note: The additional deduction of one-fifth of the deduction in respect of wear and tear, granted by Section 18 
of the Finance Act, 1932, as amended by Section 22 of the Finance Act, 1938, is not included in the rates shown. 


Industry Type of Plant 
Aircraft and Aircraft Engine Manufacture 
High speed precision plant (4. e., plant designed 
to work to a degree of accuracy of not less than 
1/1,000th of an inch margin and normally en- 
gaged on such work), heat treatment, plating 
and electric welding plant. . 
Other plant and machinery................... 
For plant and machinery working continuously, 
i. e., treble shift, or double shift plus overtime, 
the above rates to be increased by 50 per cent 
thereof. 
Accounting machines . 
Motor cars and lorries 


Chemical Manufacture 

Chemical plant other than sulphuric acid plant. . 

Esectrieal plant .............. 

Other plant ...... 

Collieries 

Ee eT en 

Surplus plant and machinery other than electrical 
MN 2 ce Gerben tare fev ans Ae Weta la ca tha eS a eee 

Electrical plant at the surface and all under- 
ground plant installed in the shaft pillar 

Other underground plant 

rer ce one 

Trucks driven by internal combustion engines. . 

Electricity Undertakings 

Cables (including cost of laying).... 

REE PYRITE ye ee aera seen ey ee mee 

Plant other than cables and exclusive of loose 
tools, meters and office furniture—Diesel engines 

Other generating plant and machinery 

Other plant and machinery................ 

Domestic electrical appliances—Cookers and 
SE ee ee ee ee 

Refrigerators, washing machines, washing boil- 
ers and water heaters...... 

Other kinds of apparatus ................. 

(No allowance is made in respect of conduits, 
loose tools and office furniture, but annual ex- 
penditure on repairs and renewals is allowed 
as a charge against revenue.) 

Farming 


Steam boilers and engines, portable steam en- 
gines, threshing machines and fixed plant 
pe a 
Gasoline and oil-driven tractor-cultivators..... 
Me es 
Motor trucks and vans driven by internal com- 
NE 055 ne hs chase iva on oman natwiotpaeee 
All other types of farm machinery and imple- 
ments, including portable poultry (and similar) 
Ce 
(No allowance is made in respect of minor loose 
plant and utensils, but the cost of renewals is 
allowed as a charge against revenue. Allow- 
ance is granted in respect of automobiles used 
for business purposes at the same rates as 
for motor trucks, restricted, however, to the 
proportionate part applicable to such use.) 
Machine Tool Manufacture 
Steam engines, boilers and shafting......... 
High speed precision plant, namely plant de- 
signed to work to a degree of accuracy of not 
less than 1/1,000th of an inch margin and nor- 
mally employed on such work 





* Depreciation on written-down value. 


Rate * 


5% 





Industry Type of Plant 


Other plant and machinery, excluding grinding 
and other similar machinery and furnaces.... 

For plant and machinery (except boilers, engines 
and shafting) working continuously, 1% e., 
treble shift or double shift plus overtime, the 
rates are increased by 50 percent. (The agree- 
ment does not apply to grinding and other sim- 
ilar machinery. No allowance is made in 
respect of furnaces, but the cost of repairs and 
replacements and rebuilding is allowed as a 
charge against revenue: the cost of additional 
furnaces and of extensions to existing fur- 
naces is treated as capital expenditure in the 
ordinary course.) 


Manufacture of Motor Vehicles with Internal 
Combustion Engines 


Steam engines, boilers and shafting............ 
Fast-running precision plant employed solely 
and directly in the production to absolute 
accuracy of parts of motor vehicles.......... 
Fast-running plant not within the foregoing defi- 
nition, other manufacturing plant and machinery, 
BTID CIOCIFIS TMOIOES o.oo as oo os os vce owsiesiss 
Accounting, calculating and other similar office 
SS ERE ee Mae ey re te 
Allowances in respect of plant and machinery in 
the 12% per cent and 7% per cent categories 
are increased by 50 per cent where plant is 
working two shifts plus overtime or three shifts. 
Newspaper Printing 

Engines, boilers and shafting 

Printing machines 

PI ee es rahniag co pda is ah Rats 

(Normally no allowance is given in respect of 
type, but the actual cost of renewals is allowed 
as a charge against revenue.) 

(Where the same machines are used to print 
morning and evening papers, applications for 
increased allowances are dealt with on their 
merits, having regard to proof on the follow- 
ing points:— 

(a) Life of plant substantially reduced; 

(b) Additional wear and tear not made good 
by extra expenditure on maintenance and 
renewal of parts; 

(c) Actual hours of running exceptional (e. g., 
machines which print only one paper may 
normally run longer hours than those 
which print two papers). 


Pig Iron and Steel Manufacture 


Plant and machinery generally, including ma- 
chinery ancillary to furnaces................. 

No allowance is made in respect of the structure 
of furnaces of any kind (whether known as 
furnaces, calcining kilns, hot blast stoves, steel 
mixers, soaking pits, regenerative furnaces, or 
by any other name), but the cost of repairs and 
replacements and rebuilding is allowed as a 
charge against revenue: the cost of additional 
furnaces and of all extensions and enlarge- 
ments of existing furnaces is treated as capital 
expenditure in the ordinary course. 

The rate applies only to concerns engaged in the 
production of pig iron, or, inter alia, of heavy 
steel ingots of a weight not less than half a ton, 
and to certain steel-rolling, forging, hammer- 

ing and steel re-rolling concerns. 
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Rate * 


7V% 


5% 


12} 2 % 


7Y% 
10% 


5% 
7Ys% 
10% 


72% 
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Income Tax Relief For Britains Industry 
(Continued from page 381) 


technically still serviceable by a more efficient new 
one, and of replacing one type of plant by a different 
one—a steam power plant by an electric one, for 
example—so long as it serves the same purpose. 

As a matter of general practice, the rates of annual 
wear and tear relief are determined by bargaining be- 
tween the taxpayers and the fiscal authorities. “Agreed 
normal rates” have been negotiated for the majority 
of industries. With a few exceptions they are ex- 
pressed as percentages, not of the original cost of the 
equipment, but of its written-down value. Rates for 
equipment used by more than one industry, such as 
steam boilers and trucks, are the same for all in- 
dustries that use them. 

Significantly, the sum total of wear and tear plus 
obsolescence relief is equivalent, not to the cost of 
replacement, but to the original cost of machinery. 
If replacement expenditure exceeds the original cost 
of the replaced machine, no tax relief is granted in 
respect of the difference; if it is less, obsolescence 
relief cannot be claimed for the difference. 

Although the wear and tear of plant has increased 
as a result of the war, there has been no increase in 
the general rates of tax relief. Special relief, however, 
has been granted to a number of industries, and in 
respect of plant that has been constructed for war 
purposes and may not be needed in peace. 

The first category includes, among others, the air- 
craft, automobile and machine-tool industries. For 
certain types of equipment, these industries have been 
granted a 50 per cent increase over the “agreed normal 
rates,” but only if they are working three shifts or 
two shifts and overtime. 

Secondly, special relief, up to 10 per cent of the 
original cost, has been granted in respect of plant, 
machinery and—for the first time—buildings con- 
structed for defense purposes since 1937, and not likely 
to be needed after the war. These tax exemptions, 
however, are provisional ; the value of the equipment 
concerned is to be ascertained after the war, and it is 
assumed that its owners will then be allowed to write 
off, without having to incur replacement expenditure, 
the difference between the original cost of the equip- 
ment and the sum total of the relief already granted 
plus its residual or scrap value. 

The actual rates of wear and tear tax relief are 
shown, for a few industries, in the accompanying 
table. The rates given are the so-called “agreed normal 
rates ;” they exclude the additional over-all relief of 
one-fifth of the “agreed normal rates” granted before 
the war; and they exclude the special wartime relief 
of 50 per cent of the “agreed normal rates” granted to 
certain industries in respect of particular types of plant. 
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For example, the “agreed normal rate” for high- 
speed precision plant in the aircraft industry is 12% 
per cent of its written-down value per annum. The 
additional over-all relief of one-fifth granted before 
the war raises this rate to 15 per cent; if the plant is 
working three shifts, it is entitled to special war 
relief of 50 per cent of the “agreed normal rate,” bring- 
ing the proportion of the written-down value in respect 
of which tax exemption may be claimed up to 21% 
per cent. 

Within its limits, Britain’s system of income tax 
relief for industry has not worked badly. There is no 
financial problem so far as repairs are concerned, but 
if costs are maintained at anything like present levels 
the amount of relief granted by the “wear and tear 
plus obsolescence” system—this is limited to the original 
cost of the equipment—will be below the cost of re- 
placement after the war. The need for replacement 
will be heavy ; but the Excess Profits Tax and the high 
rate of income tax are rendering difficult the accumula- 
tion of large reserves for this purpose. In order to 
insure the maintenance of efficiency, it may therefore 
be advantageous to adopt the tax relief system to this 
end, to use it as an instrument for facilitating and 
encouraging replacement. 
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A Certified Public Accountant 
in New York 


Discusses 


Renegotiation of 
War Contracts 


By M. H. COCHRAN 


a subject of pressing interest to all corpora- 
tions engaged in war work and is one which 
must constantly be kept in mind by tax consultants. 
This is necessary because much of the data furnished 
thereunder is similar to that prepared in support of a 
claim for relief under Section 722 of the Internal Rev- 
enue Code. In both instances, the intent is to deter- 
mine normal earnings. In both instances, much 
statistical information regarding pre-war years is 
required. Obviously, conflict in information fur- 
nished to different Government departments is unde- 
sirable. Furthermore, it is believed that co-ordination 
of the two subjects will strengthen both. 
Relief under Section 722 should be pursued first, if 
possible, in order that the benefit of 722 relief may be 
extended to both military and commercial business. 


7 ) VHE SUBJECT OF renegotiation of profits is 


Purpose of Renegotiation 

The purpose of renegotiation is to determine normal 
profits. The Price Adjustment Board will inquire 
exhaustively into pre-war profits but such pre-war 
profits are not a good index unless war product is 
the same as peace-time product. The Price Adjust- 
ment Board has stated that a contractor is not entitled 
to earn as high a margin of profit during the war as 
prior to the war. The Board has also expressed the 
opinion that the margin of profit should decrease with 
increasing volume, particularly where the volume is 
abnormally large in relation to the contractor’s in- 
vested capital. However, if the profit margin on Gov- 
ernment business is less than commercial or pre-war 
business, it certainly seems that our present tax rates 
adequately absorb any excess profits. A contractor 
should not be compelled to return all profits attrib- 
utable to increased volume. If renegotiation is to 
adhere to its announced purpose, the emphasis should 
be upon the percentage of return on net sales. That 
does appear to be the trend. Some of the cases that 
have been settled to date indicate that the contractors 
have been allowed to retain a very high percentage 
of profits in relation to Net Worth. The statements 
of the Price Adjustment Board have indicated that 
there is no precise formula for determination of ex- 
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cessive profits and consideration will be given to the 
facts in individual cases. 


Constitutionality 


Obviously, contracts which contain a renegotiation 
clause can be renegotiated since constitutional rights 
can be waived by agreement. If the courts follow the 
rule of Bethlehem Steel Corporation, 315 U. S. 289, 
they would hold that the Renegotiation Act is uncon- 
stitutional as to contracts entered into prior to the 
date of enactment of the Renegotiation Act. How- 
ever, it is doubted that any large war contractor will 
want to take the initiative in testing the constitution- 
ality of this law. 


Information to Be Furnished 


It is suggested that requested information be fur- 
nished to the Price Adjustment Board without specific 
reference to their authority. An effort should be made 
to submit all information beneficial to the company 
as early as possible in the negotiations. However, 
it is believed that information furnished in the early 
stages of renegotiation should be limited to a factual 
statement and that argument should be deferred and 
presented verbally, to the extent possible. 

The Board will request copies of published reports 
for years subsequent to 1935 together with copies of 
company financial statements. If these years are 
not representative, additional years should be pre- 
sented for consideration. Abnormal items in state- 
ments caused by fires, strikes, litigation, etc. should 
be explained in detail. 

The preliminary information to be supplied to the 
Price Adjustment Board should also cover the items 
captioned below: 


Corporate Organization and Ownership 


Give a brief summary of the corporate organization 
including re-organizations, mergers, etc. State the 
names of parent and subsidiary companies and the ex- 
tent of their interests. State the names of all officers 
and directors with number of shares owned by each, 
together with a list of stockholders owning more than 
10% of the outstanding stock. Mention whether any 
of the above group are officers, directors, or substan- 
tial stockholders in other companies which hold 
sub-contracts. 

The statement of the financial history of the com- 
pany should include changes in method of financing, 
current borrowings, working capital requirements, 
etc. It is the practice of the Board to investigate the 
profits of subsidiaries and affiliated companies. If a 
parent company is in a profit position while a sub- 
sidiary has a loss, both companies will be considered 
together. They should also be considered together if 
profits are distorted by inter-company profits. 


(Continued on page 406) 
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Substantial Adverse 


interests 


A Case Outline of the Subject 
Under Code Sections 166 and 167 


By MAURICE T. BRUNNER 





Mr. Brunner will be remembered for his article 
in the June issue discussing the Clifford case. 





grantor of a trust is taxable where he has certain 

rights or powers either alone or in conjunction 
with any person not having a substantial adverse in- 
terest. It is important to note that the substantial 
interest must exist in relation to the particular por- 
tion of trust corpus or income which it is claimed is 
taxable to the grantor. That is, a substantial adverse 
interest as to one portion of the trust will not serve 
as to all portions of it.1 Cases under one section of 
the Code are equal authority under the other section 
insofar as the question of substantial adverse interest 
is concerned. 


S ECTIONS 1066 and 167, I. R. C., provide that the 


Prior to the Revenue Act of 1932 the policy con- 
tained in Sections 166 and 167 was directed against a 
power held by the grantor “either alone or in con- 
junction with any person not a beneficiary of the 
trust.” In an attempt to avoid this provision some 
grantors adopted the practice of vesting power in a 
beneficiary having a minor interest or a person other 
than a beneficiary. The law was changed to make it 
clear that in either of these cases the income should 
be taxed to the grantor.2 By substituting “person 
having a substantial adverse interest” for “beneficiary” 
Congress did not intend to liberalize the provisions 
but rather to tighten them.* 


The basis for treating trust income as the grantors 
where the disposition of it lies in the discretion of a 
person not having a substantial adverse interest is 
that the statute presupposes that such a person will 
he amenable to the wishes of the grantor of a trust, as 
he is likely to be, particularly in family trusts.* The 
policy of the Revenue Act is to tax the income to the 
grantor when he retains the substantial mastery of it 
even though he lodges the power in someone other 


'G. C. M. 19113, 1937-2 CB 151. 

“Fulham v, Com., 110 F. (2d) 916 [40-1 ustc { 9378], cited Con- 
gressional Reports; Com. v. Caspersen, 119 F, (2d) 94 [41-1 ustc 
{ 9363]. 

’ Flood v. U. 8., 44 Fed. Supp. 509 [42-1 ustc © 9419], 133 F. (2d) 
173 [43-1 ustc J 9259]. 

‘ Loeb v. Com., 113 F. (2d) 664 [40-2 ustc § 9601]; Fulham v. Com., 
110 F. (2d) 916 [40-1 ustc J 9378]. 
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than himself.© The grantor still retains practical 
mastery when power is given to someone having no 
stake in the trust or a stake so insubstantial that the 
holder of the power would not improbably be amenable 
to the grantor’s wishes. This calls for a realistic 
appraisal.® 

A substantial adverse interest means an interest 
sufficiently direct and adverse to rebut the presump- 
tion that the grantor can control, in fact, the exercise 
of discretion.” It requires a direct legal or equitable 
interest in the trust property, and not merely a senti- 
mental or parental interest in seeing the trust fulfilled 
for the advantage of other beneficiaries.2 The phrase 
refers only to financial or economic interest and not 
to a mere moral obligation.® A bare legal interest 
such as that of a trustee is never substantial and 
never adverse; *° however, a trustee, if he is a bene- 
ficiary, may have a substantial adverse interest. A 
mere technical or legalistic interest, such as a mother’s 
right to compel support by her daughter and her pos- 
sible intestate succession to her daughter, has been 
held not substantial. An interest derived through a 
possible beneficiary who may, but is not legally re- 
quired to, use the income in a manner advantageous 
to the trustee, is not a substantial adverse interest." 
Where income was distributable among the mem- 
bers of a family, the mother, brother, sister of grantors 
and grantors themselves, at the discretion of the 
father who could receive nothing himself, the father 
was held to have no substantial adverse interest." 
A wife of a settlor trustee during whose life the in- 
come is to be accumulated and to whom the trustees 
may make payments of income or corpus is not one 
having a substantial adverse interest where it does 
not appear that she had, in fact, been receiving any 
payments and the remote contingency that she might 
in necessitous circumstances appeal to a Court of 
Equity against the trustees furnishes no assurance 
that she would be likely to stand out against her 
husband’s wishes in case he desires the corpus of the 
trust to be revested in himself.12 The interest of a 
husband trustee is not adverse to that of the wife 
settlor merely because of his legal liability to sup- 
port one of the beneficiaries especially since the settlor, 
being possessed of a substantial separate estate and 
income, was also liable under local law for support of 
the beneficiary. Even if the trustees’ interests were 





5 Fu'ham v. Com., 
gressional Reports, 


‘Fulham v. Com., 110 F. (2d) 916 [40-1 ustc 9378], cited Con- 
gressional Reports; Com. v. Caspersen, 119 F. (2d) 94 [41-1 uste 
9363]; Stuart, 42 BTA 1421 [CCH Dec. 11,401]; Cushing, 38 BTA 
948 [CCH Dec, 10,472]. 


* Loeb v. Com., 113 F. (2d) 664 [40-2 ustc § 9601]. 
8 Com. v. Prouty, 115 F. (2d) 331 [40-2 ustc J 9734]. 


® Flood v, U. 8., 44 Fed. Supp. 509 [42-1 ustc § 9419], 133 F. (2d) 
173 [43-1 ustc { 9259]. 


Regulations 103, Secs. 19.166-1 (b), 167-1 (b). See Helvering v. 
Stuart, 317 U. S. 154 [42-2 ustc § 9750]; Helvering v, Evans, 126 F. 
(2d) 270 [42-1 ustc { 9318]. 


11 Loeb v. Com., 113 F. (2d) 664 [40-2 ustc § 9601]. 
12 Fulham v. Com., 110 F. (2d) 916 [40-1 ustc 9378]. 


110 F, (2d) 916 [40-1 ustc { 9378], cited Con- 





































































































































































































































































































































































































































































































































































































Still Available for 
Last Minute Needs 


CCH | Pay-As-You-Go 
Tax Law Helps 


1, Current Tax Payment Act of 1943 with Ex- 
planation.—The “pay-as-you-go” law in full text 
with explanations, charts, tables. Size 6” x 9”, 
saddle stitched, ripple finish paper cover, 80 pages. 







2. New Provisions. (Current Tax Payment Act 
of 1943 Explained.) —Pocket size explanation of 
the new Act, without the text of the law. 
334” x 7”, saddle stitched, ripple finish paper 
cover, 64 pages. 







3. HOW the New Income Tax “Pay-As- 
You-Go” Plan Affects Employees.—A welcome 
folder for telling employees all about the new 20% 
deduction from their pay, concise, understandable. 
Handy pocket size, folded to 374” x 914”. 








4, Income Tax PAYROLL WITHHOLDING 
TABLES.—Wage bracket and exact computa- 
tion tables—large scale—for desk, table top, or 
wall in the accounting and payroll department. 
Printed on one side of heavy paper, size 18” x 18”. 
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held adverse it would not be substantial in the cir- 
cumstances where all three persons had large separate 
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incomes and it was held that a trust scheme which 


would be no more than a means of contributing to the 
son’s estate without liability for tax on the income 


thus indirectly devoted by the trustor to that pur- 
pose could not be supported.*® 

Beneficiaries of a trust are usually held to have 
adverse interests to the grantor, but, of course, the 
interest must be substantial.‘ Even contingent bene- 
ficiaries have been held to have substantial adverse 
interests.» 1° The fact that a trust arrangement is 
purely a family affair must be taken into considera- 
tion, for the normal consequences of family solidarity 
tend to increase the possible control of the grantor." 
However, it cannot be said that the mere fact that a 
beneficiary is closely related to the grantor destroys 
his substantial adverse interest. In examining inti- 
mate family trusts one must recognize an element of 
unreality in the inquiry of whether a beneficiary’s in- 
terest is substantially adverse to the grantor. The 
supposition is that, given a sufficient stake in the trust 
the beneficiary is not likely to yield to a wish of the 
grantor to revoke the trust.17 There cannot be read 
into Sections 166 and 167 the proposition that a mem- 
ber of the grantor’s immediate family can never be 
deemed to have a substantial adverse interest, although 
where beneficiaries are members of the family group 
special scrutiny of the arrangement is necessary. 
Beneficiaries as closely related to the grantor as hus- 
band, wife or child have frequently been held to have 
substantial adverse interests.'° It has been stated 
that though the beneficiary is closely related to the 
grantor and it may be that because of family affection 
he might consent to a revocation of the trust does not 
of itself destroy the quality of adverse interest in a 
beneficiary. What Congress had in mind as a person 
with an adverse interest was such a person as had a 
vested right under a trust agreement to insist upon its 
performance and cannot be compelled to surrender 
the same.”° 

Where a power was in the hands of trustees who 
were the grantor, his wife, and a trust company, it 


(Continued on page 409) 


13 Com, v, Caspersen, 119 F. (2d) 94 [41-1 ustc { 9363]. 

4 May v. U. S., D. C. October 23, 1940 [40-2 ustc { 9725]; holding 
interest of $100 out of an income exceeding $7,000 not substantial. 

15 Altmaier v. Com., 116 F. (2d) 162 [41-1 ustc { 9141], see also 
Fulham v. Com.,, 110 F. (2d) 916 [40-1 ustc f 9378]. 

16 Shiverick, 37 BTA 454 [CCH Dec. 9970]; Katz, 46 BTA 187 [CCH 
Dec. 12,250]; Stetson, 27 BTA 173 [CCH Dec. 7831]; see also Jones, 
27 BTA 171 [CCH Dec. 7830]. 

17 Com, v, Prouty, 115 F. (2d) 331 [40-2 ustc 9734]. 


1% Com, Vv. Prouty, 115 F. (2d) 331 [40-2 ustc J 9734]; Childs, 44 
BTA 1191 [CCH Dec, 12,030]. 

1” Suhr v. Com., 126 F. (2d) 283 [42-1 ustc § 9321]; Katz, 46 BTA 
187 [CCH Dec, 12,250]; Childs, 44 BTA 1191 [CCH Dec, 12,030]; 
Litchfield, 39 BTA 1017 [CCH Dec. 10,711]; Goulder, 39 BTA 670 
{CCH Dec. 10,659]; Shiverick, 37 BTA 454 [CCH Dec. 9970]; 
Heaslet, 47 BTA 1006 [CCH Dec. 12,883]. 


% Com. v. Betts, 123 F. (2d) 534 [41-2 ustc { 9767]. 
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We are engaged in 
interstate business but 
in some states the 
character of our busi- 
ness may be treated as 
intrastate business, and as we are not qualified to 
conduct such business, it is done through a qualified 
subsidiary. Will the Commissioner permit deduc- 
tion of expenses incurred by the interstate company 
in connection with the operating of the subsidiary. 

No. In recent Supreme Court case the Court 
refused to permit the taxpayer to deduct the amount 
of the subsidiary’s deficit as an ordinary expense 
incurred in carrying on its trade or business under 
Code Sec. 23(a) because, in the absence of affirma- 
tive proof to the contrary, the deficit was held to 
be attributable to the intrastate business in which 
taxpayer had no legal right to engage. The Court 
stated: ‘The mere fact that the expense was in- 
curred under contractual obligation does not of 
course make it the equivalent of a rightful deduc- 
tion under §23(a). That subsection limits per- 
mitted deductions to those paid or incurred “in 
carrying on any trade or business.” The origin 
and nature, and not the legal form, of the expense 
sought to be deducted, determines the applicability 
of the words of section 23(a).” 43-1 ustc { 9486. 

ss 

In our field it is the “custom” to entertain our 


customers and prospects lavishly. The Commis- 
sioner questions these amounts and refuses to per- 


mit deduction of a great part of them. Is he right? 

Yes. The test is “are such deductions ordinary 
and necessary’ under the circumstances. Lavish 
expenses may be customary but they must meet 
this rule. A recent memo opinion of the Tax Court 
upholds this. CCH Dec. 12,940-B. 

* *C * 

Are bonds issued by the City of Milan, Italy con- 
sidered within the rule which allows for deduction 
of their cost? 

Yes. The cost or other basis of bonds issued by the 
City of Milan, Italy, and by corporations chartered 
in Italy and Germany are deductible in full as of 
December 11, 1941, when the state of war was 
declared against such countries unless the stock- 
holders and bondholders have rights to assets of 
the corporations not treated as destroyed or seized 
under Code Sec. 127. Loss of funds deposited in 
Italy is deductible as of the same date. Claims for 
refund on Form 843 should be filed with the col- 
lector for the district in which the 1941 return was 
filed, in accordance with Code Sec. 322(a), as 
amended. Special Ruling. 


Tan Chips 


The O. P. A. re- 
quires us to convert 
our oil-burning equip- 
ment to coal-burning. 
How shall the expense 
involved be treated? 

The treatment for income tax purposes of costs 
incurred by a business establishment in converting 
oil-burning equipment to coal-burning equipment, 
pursuant to OPA regulations, depends upon whether 
the change is permanent or temporary: (1) Where 
no reconversion back to oil-burning equipment is 
intended to be made by the taxpayer, loss incurred 
by the removal of the oil-burning equipment is 
deductible in the year its use is discontinued, pro- 
vided it is permanently discarded, subject to proper 
adjustment for salvage value. If the useful life of 
the coal-burning equipment in the business is more 
than one year, its cost, as well as the cost of in- 
stallation, must be charged to capital account, and 
this will be recoverable through depreciation. 
(2) Where a reconversion will be made as soon as 
conditions permit, the cost of temporarily remov- 
ing the oil-burning equipment, as well as installing 
the coal-burning equipment, will ordinarily be de- 
ductible under Code Sec. 23(a) in the year the 
conversion is made. If the useful life of the coal- 
burning equipment is more than one year, its cost, 
not including installation cost, must be charged to 
capital account. Special Ruling. 

oe 

In computing the base for the selling price of 
toilet articles may we exclude certain selling and 
advertising costs? 

Yes. One district court holds that where the 
taxpayer can substantiate evidentially that it paid 
the excise tax itself and did not pass it on, that 
selling and advertising expenses were properly de- 
ductible from the sale price of the toilet articles. 
43-1 ustc § 9492. 


* * * 


Our employees make contributions to the Rhode 
Island cash sickness compensation fund, are such 
contributions deductible by them? 

Yes. Contributions made by employees to the 
Rhode Island cash sickness compensation fund, col- 
lected and paid pursuant to the Rhode Island cash 
sickness compensation act (chapter 1200 of the 
Public Laws of Rhode Island, 1942), approved April 
29, 1942, are in the nature of business expenses and 
are deductible by an employee for Federal income 
tax purposes for the taxable year in which paid or 
accrued, depending upon the method of accounting 
employed by him. Special Ruling. 
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The Current Tax Payment Act of }43 


Whose liability is forgiven under the 
“Current Tax Payment Act”? 

The 1942 tax liability of all individuals is 
forgiven, as of September 1, 1943, except 
in the case of those nonresident aliens who 
are not subject to the current declaration 
provisions. This forgiveness applies to the 
tax only, as there is no forgiveness of any 
interest or penalties incurred in connection 
with the 1942 income. The 1942 tax liabil- 
ity of estates and trusts is not affected by 
the new law. However, the fact that an 
individual reported income from estates or 
trusts on his individual return does not 
preclude forgiveness of his 1942 tax. 


Although the 1942 tax liability is techni- 
cally forgiven, under certain conditions 
described below addition of a part of the 
1942 tax is made to the 1943 tax. 


Will refunds of overpayments be made? 
A number of our employees receiving semi- 
monthly compensation are subject to a 
higher rate of withholding because their 
wages amount to the minimum wage in 
their bracket. In fact, if their wages were 
reduced one cent per pay period, they 
would fall in a lower bracket and the dif- 
ference in amounts withheld would be 
substantial. 

Where amounts withheld this year or 
next exceed the actual tax, such overpay- 
ment may be credited against any income 
tax due for any year. Any balance after 
such credit will be refundable as the new 
law also. provides authority to the various 
Collectors to make refunds (not having to 
come from Washington) not in excess of 


$1,000. 


Will the fact that the 1942 tax is greater 
than the 1943 tax affect forgiveness of the 
1942 tax? 


The fact that the 1942 tax is greater than 
the 1943 tax calls for a special computation. 
Compute the 1943 tax by the orthodox 
method, that is determine the normal, sur- 
tax and Victory tax amounts for 1943. For 
example, assume the 1943 normal tax to be 
$500, the 1943 surtax $825 and the 1943 
Victory tax $175, for a total tax of $1,500. 
Assume the 1942 tax to be $2,000. Now 
you must, in effect, assume your 1943 tax 
to be equal to your 1942 tax by adding to 
the $1,500 the excess of the 1942 over the 
1943 taxes, namely $500. In addition, then 
add 25% of the 1943 tax (25% of $1,500 or 
$375) making your total 1943 tax $2,375. 
The 1942 tax is then forgiven. 


Will the fact that the 1942 tax is less 
than the 1943 tax affect forgiveness? 


Yes. If the 1942 tax is not more than 
$50, it is completely forgiven. If, however, 
the 1942 tax exceeded $50, 25% of the 1942 
tax is added to the 1943 tax, but where the 
1942 tax is only slightly more than $50 the 
forgiveness is $50 or 75% of the 1942 tax, 
whichever is greater. 


What is a base year? 


Where the taxpayer’s surtax net income 
for 1942 is more than $20,000 and is what 
might be called substantially in excess 
of his pre-war income, comparisons are 
made with the taxable years, 1937, 1938, 
1939 or 1940 for the purpose of determin- 
ing tax liability. Any one of these may be 
selected by the taxpayer as his base year. 


Do partnerships withhold the tax from 
the distributive shares of the partners as 
well as withhold the tax from the wages of 
their employees? 

The partnership must certainly withhold 
the tax from the wages of each employee, but 
since there is no clear cut definition in the 
law regarding an employee, the classification 
of a bona fide partner as an employee of 
his own partnership seems doubtful, since 
he is in the real sense an owner or employer. 
Consequently no withholding shall take 
place upon the distributive share of a 
partner. 


A taxpayer died in 1942. Does this af- 
fect forgiveness? 

Yes. The 1942 tax will not be forgiven 
and must be paid in the regular way, the 
same as before the newly enacted law. 


A taxpayer dies in 1943. Will this affect 
forgiveness? 

If the taxpayer dies in 1943 either before 
or after July 1, 1943, he is subject to the 
provisions of the new law and he is entitled 
to forgiveness the same as living individ- 
uals. For windfall increases the 1942 tax is 
compared with the 1943 tax even though 
this may be for a part of the year. 


What is the total 1943 tax to be paid? 
1. The March 15 regular Income Tax 


Payment. 
2. The June 15 regular Income Tax Pay- 
ment. 


3. The Victory Tax from January 1, 1943 
to July 1, 1943. 
4. The withholding rate from July 1, 1943 
to December 31, 1943. 
. 25% of the 1942 tax. 
The total of these five items is roughly 
speaking the total 1943 tax for the majority 
of employees with forgiveness of the 1942 tax. 


un 


May husband and wife still file joint 
returns? 


Yes. There is no restriction on filing 
joint returns. However, for the purpose 
of comparing 1942 and 1943 taxes, they 
must use the sum of their taxes for the 
year in which a joint return was not filed 
that is, either 1942 or 1943. 


Who must make a declaration on or before 
September 15, 1943? 

While the withholding is only upon the 
wages of employees the declaration of a 
taxpayer’s estimated tax for 1943 must be 
filed by all taxpayers regardless of the 


Pay-As-You-QTa: 


1943 

June 15.—Second installment on 194s due. 

June 30.—Victory tax withholding f jor pa 
this date. 


July 1.—Withholding under this Acthies to p 
after this date. 


Sept. 1.—Normal, surtax, and Victofx liabil 


Sept. 15.—Declaration and paymenfpne hal 
ing amounts paid on 1942 taxes {the est 
in 1943) of 1943 estimated tax bffividua 


Oct. 31.—Quarterly return and paymby em 
source. 
Dec. 15.—Payment of last half of lke of « 


tember 15, 1943, by individualsfcept fz 
basis. 


Those required to file declan for 
entire balance of the 1943 estimafax fou 


Farmers on calendar year bgmay fil 
mated tax and make total paymehereon. 


1944 
Jan. 1.—Employee status determinatfflate (s 
Jan. 31.—Employer furnishes emplof writ 
in 1943, 
Quarterly return and paym@by em 
source. 
Mar. 15.—Final return and paymentfndivid 
Declaration and payment offquarte 
estimated amount to be withhelg 1944) 
viduals (except farmers). 
First installment on unforgi part | 
last installment due March 15, I$if ext 


Apr. 30.—Quarterly return and payat by e 
source. 

June 15.—Payment of one quarter off bala 
due March 15 by individuals (ex#tarm« 


Those required to file declampns for 
one third of the balance of the 14pftimat 


July 1—Employee status determina date | 


July 31.—Quarterly return and paymt by ¢ 
source. 






Sept. 15.—Payment of one quarter off bala 
due March 15, 1944, or one third fite bal 

due June 15, 1944. 
Those required to file declamins fo 

one half of the balance of the I?fstimz 


Oct. 31—Quarterly return and payift by | 
source. 


Dec. 15.—Final payment of 1944 esifted 1 
previously made declarations. Ulete 
viduals who for the first time areguirec 
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£43 — — Questions You May Have 


1-GTax Calendar 


On 194fes due. 


Iding fior payroll periods beginning after 


is Actfies to payroll periods beginning on or 


Victogx liability for 1942 taxes discharged. 


iymenfpne half of the balance (after credit- 
taxes the estimated amount to be withheld 
| tax bilividuals (except farmers). 


d payby employer of amounts withheld at 


lf of lee of estimated tax found due Sep- 
ridualffeept farmers) on the calendar year 


e declgn for the first time at this date pay 
estimafax found to be due. 


year bamay file declarations of the 1943 esti- 
paymefereon. 


rmina 


ate (see Code Sec. 1622(h)(1)). 


emplof written receipt of amount withheld 


paym@y employer of amounts withheld at 


ndividuai’s 1943 income tax. 
1ent offquarter of the balance (after crediting 


Lymen 


vithhel@ 1944) of 1944 estimated tax by indi- 
unforg@ part of 1942 taxes due. Second and 
h 15, lfif extension requested. 

id pay#t by employer of amount withheld at 
arter og balance of 1944 estimated tax found 


als (ex@farmers). 
> eclampns for first time at this date pay only 
the 1%fstimated tax due. 


erminatfdate (see Code Sec. 1622(h)(1)). 


id pay by employer of amount withheld at 


larter 0 ¢ balance of 1944 estimated tax found 
e third fhe balance of 1944 estimated tax found 


> declafins for first time at this date pay only 
the 19 Bstimated tax due. 


id pay by employer of amount withheld at 
1944 esiffted tax due by individuals who have 


jons. plete payment by farmers and by indi- 
‘ime areuired to make declarations. 


source of their income where the taxpayer 
is single (or if married not living with 
spouse) and can reasonably expect the in- 
come from wages for the year to exceed 
$2,700. Though the income may be less 
this year, if it exceeded $2,700 last year, a 
declaration must be filed for 1943. If the 
combined incomes of husband and wife 
from wages will or did exceed $3,500 a 
declaration must be filed. Those whose 
income from other sources than wages will 
or did exceed $100.00 and their total gross 
income will require the filing of a return 
must file the September 15th declaration. 


We have employed a number of married 
women who ask if they may file joint dec- 
larations with their husbands, some of whom 
work elsewhere and others are in the Armed 
Forces. 


Joint declarations may be made by hus- 
band and wife regardless of where either 
is employed. Ifa joint declaration is made 
they are not bound to make a joint income 
tax return in March 1944; and conversely 
if husband and wife make a separate decla- 
ration of their expected estimated tax, they 
need not file separate income tax returns. 
Husband and wife both working however, 
must state on the withholding exemption 
certificate filed with their employer their 
intention regarding the personal credit 
though they are not bound by such choice 
when filing their declarations or returns. 


Do estates and trusts file declarations of 
estimated tax on September 15, 1943? Are 
they required to make any withholding? 


Estates and trusts are not required to 
make any withholding upon amounts paid 
to distributees (they will be considered 
employers however where they employ 
people in the operating of the trust and as 
to such employees tax must be withheld). 
Neither will they be required to estimate 
their income and become current in the 
payment of their tax liability. This does 
not apply to distributees of estate or trust 
income for they will be required to file an 
estimate of their income if it exceeds $100 
per year and their expected gross income 
is sufficient to require the filing of an in- 
come tax return. 


May declarations of estimated tax be 
amended? 


Yes. Amendments to a declaration may 
be filed. Either a higher or a lower estimate 
may be contained in an amendment. A 
substantial underestimate of the tax can 
result in a penalty of 6% of the amount 
of the tax in excess of the taxpayer’s esti- 
mate. In making the 1943 estimate do not 
include the 25% of the 1942 tax. This is 
specifically excluded. On September 15, 
1943, file an estimate of 1943 tax with the 
collector for your district. It shall include: 
(do not file late, for the penalty is 10% of 
the tax shown on the final returns.) 1. The 
amount of normal tax, surtax, and Victory 


tax for 1943. Taxpayers using sin, lified 
form 1040A take the amount of tax shown 
thereon, including the Victory tax; 2. The 
amounts estimated to be withheld by the 
employer from July 1, 1943 to December 
31, 1943 plus the Victory tax from January 
1, 1943 to July 1, 1943. 

The next step is to subtract item 2 from 
item 1, and if there is an excess, that is 
your estimated tax for 1943. 


How is the collection of the tax with- 
held by the employer to be handled and 
when do employers file returns? 

An employer must file his first return 
of tax withheld on or before October 31, 
1943 for the quarter July 1 to September 
30, 1943. 


On or before the 10th of August every 
employer must have turned the amount of 
tax withheld during July over to the 
designated Banks in his district and con- 
tinue to deposit the tax withheld on or 
before the 10th of the month for the pre- 
ceding month except for the third rionth in 
every quarter. The Federal Reserve Bank 
will issue deposit acknowledgments (receipts) 
probably in duplicate. On the third month, 
however, the tax for the third month should 
accompany the employer’s quarterly re- 
turns together with the deposit receipts for 
the first and second months of the quarter. 


Are any special records required to be 
kept by the employer? 

No special records are required, but it 
should be easily ascertainable, (1) the 
number of persons employed during the 
year, (2) periods of employment, and (3) 
amounts and dates of payment. 


Our salesmen are paid on a commission 
basis, with a weekly drawing account and 
a monthly bonus arrangement and in some 
instances an additional bonus at the end 
of the year. In such cases, may we use an 
average wage amount for determining the 
tax withheld? 

Withholding on the basis of estimated 
average wages may be done, but it will be 
necessary to obtain the Commissioner’s ap- 
proval for such a procedure. The best 
procedure would seem to be that of apply- 
ing “table method” of withholding to the 
regular weekly drawing account and the 
exact computation method to the bonus. 


What tax records are needed when an 
employment is terminated? 

1. Give to the employee a statement of 
all taxes withheld. 

2. Give to the employee a statement of 
Social Security tax withheld. 


What records are needed when a new 
employee is hired? 

1. The Social Security number of the 
employee. 

2. The Withholding Exemption Form 
W-4. 























































Capital Stock tax returns must be filed by July 31, 
1943. There is to be no general extension of time for 
filing the returns but certain extensions may be granted 
by the collectors upon individual application under oath. 


Application for extension should follow the fol- 
lowing rules: (1) application must be in writing, 
(2) it must be made under oath, (3) it must be made 
before July 31, 1943, (4) it must show a reasonable 
cause as to why a timely return cannot be filed and 
the need for the extension. 


Extensions if granted may not be beyond September 
29, 1943 and 6% interest (per annum) will be required 
from July 31, to the date of payment of the tax. 


In filing its return, a taxpayer is not bound by any 
previous declaration but may declare any amount it 
deems proper. However, the declaration, which must 
be specific and unqualified, becomes the measure of 
the capital stock tax for 1943 and a prime factor in 
computing the declared value excess-profits tax, if 
any, for the applicable income-tax taxable year. 


Time for Tax-Free Release of Powers of 
Appointment Extended to March 1, 1944 


The date before which powers of appointment may 
be released free of estate and gift taxes has again 
been extended. Section 10 of the Current Tax Pay- 
ment Act has amended Sections 403 (d) and 452 (c) 
of the Revenue Act of 1942, to provide that property 
subject to a power of appointment may pass free of 
tax if the power is released prior to March 1, 1943. 


This action, coupled with the action of various 
states which have enacted legislation designed to 
simplify the procedure for releasing powers, should 
ease considerably the difficulties which have con- 
fronted those who desire to avoid the imposition of a 


transfer tax upon property over which they have a 
power to appoint. 


Naval Affairs Investigating Committee to Be 
Allowed Inspection of Income Tax Returns 


Executive Order 9345 


“By virtue of the authority vested in me by sections 
55 (a), 508, 603, and 729 (a) of the Internal Revenue 
Code (53 Stat. 1, 29, 111; 54 Stat. 974, 989), it is 
hereby ordered that income, excess-profits, and de- 
clared value excess-profits tax returns made under the 
Internal Revenue Code, for the year 1939 and subse- 
quent years, shall be open to inspection by the Naval 
Affairs Investigating Committee, House of Repre- 
sentatives, or any duly authorized subcommittee 
thereof, for the purpose of carrying out the provisions 
of House Resolution 30, passed January 21, 1943 
(Seventy-eighth Congress, first session) ; such inspec- 
tion to be in accordance and upon compliance with 
the rules and regulations prescribed by the Secretary 
of the Treasury in the Treasury decision relating to 
the inspection of returns by that committee, approved 
by me this date. 

This order shall be published in the FEDERAL REGISTER. 
[Signed by Franklin D. Roosevelt, The White House, 
May 27, 1943.]” 

“Pursuant to the provisions of sections 55 (a), 508, 
603, and 729 (a) of the Internal Revenue Code, in- 
come, excess-profits, and declared value excess-profits 
tax returns made under the Internal Revenue Code, 
for the year 1939 and subsequent years, shall be open 
to inspection by the Naval Affairs Investigating Com- 
mittee, House of Representatives, or any duly au- 
thorized subcommittee thereof, for the purpose of 
carrying out the provisions of House Resolution 30 
(Seventy-eighth Congress, first session), passed Janu- 
ary 21, 1943. The inspection of returns herein au- 
thorized may be by the committee or a duly authorized 
subcommittee, or by or through such examiners or 
agents as the committee or subcommittee may designate 
or appoint. Upon written notice by the chairman of 
the committee or of the authorized subcommittee to 
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the Secretary of the Treasury, giving the names and 
addresses of the taxpayers whose returns it is neces- 
sary to inspect and the taxable periods covered by the 
returns, the Secretary and any officer or employee of 
the Treasury Department shall furnish such com- 
mittee or subcommittee with any data relating to or 
contained in any such return, or shall make such 
return available for inspection by the committee or 
subcommittee or by such examiners or agents as the 
committee or subcommittee may designate or appoint, 
in the office of the Commissioner of Internal Reve- 
nue. Any information thus obtained by the com- 
mittee or the subcommittee thereof, which is relevant 
or pertinent to the purpose of the investigation, may 
be submitted by the committee to the House of Repre- 
sentatives. [Signed by H. Morgenthau, Jr., Secre- 
tary of the Treasury, and approved: May 27, 1943, 
by Franklin D. Roosevelt, The White House. ]” 


* *k * 


The Current Tax Payment Act of 1943 


The fact that Congress laboriously enacted the 
“Current Tax Payment Act of 1943” gives no assur- 
ance that there will be no further tax legislation this 
year. Congressional leaders and administration spokes- 
men talk of amending the income tax as applicable to 
corporations this year, but they add that any new tax 
legislation will not be retroactive in its application 
but will apply to taxable years beginning in 1944. 

The current collection of taxes as provided for in 
the new law is a new departure in our Federal tax 
system, and that business men may know at the be- 
ginning of a year what their tax rate for the ensuing 
year will be, has so far, in our innumerable tax laws 
been unheard of. Tax legislation begins a new phase 
and takes a logical course. 


Revenue from the New Law 


Of the estimated $9,815 million liability for indi- 
vidual income tax with respect to calendar year 1942 
incomes, the House Bill remitted $7,602 millions or 
77.5 percent, of which remission $364 millions was 
attributable to the special exclusion to the armed 
forces. 

The Senate Bill remitted the entire calendar year 
1942 liability but recovered $1,300 millions through 
special taxes: $900 millions from applying the remis- 
sion to the lower of 1942 or 1943 taxes, and $400 
millions from the special treatment of increased in- 
comes. Thus, the net remission under the Senate 
Bill was $8,515 millions or 86.8 percent of the cal- 
endar year 1942 individual income tax liabilities. 

Under the Conference agreement (which became 
law), there is recovered the same $900 millions as is 


WASHINGTON TAX TALK 


391 


recovered by comparable provisions of the Senate Bill. 
The special treatment of increased incomes provision 
yield is reduced to $225 millions. The unremitted 25 
percent portion of the tax adds $2,187 millions; thus, 
the net effect of the Conference agreement is to remit 
the $6,503 millions or 66.3 percent of the calendar year 
1942 liabilities. 

All estimates of yield under the respective Bills 
assume that each taxpayer correctly estimates and 
pays currently 100 percent of his current tax liabilities 
in excess of the amount currently withheld from 
wages and salaries. Under the Conference agreement 
the Federal Government will receive in the fiscal year 
1944, $3,006 millions more than it would receive under 
the present law; $2,983 millions more than it would 
have received under the House Bill; and $1,094 millions 
more than it would have received under the Senate Bill. 

The increase in the yield of the Conference agree- 
ment over the yield of the Senate Bill in fiscal year 
1944 is entirely attributable to receipt of one-half of 
the unremitted 25 percent portion of the tax which 
is contained in the Conference agreement. Nothing is 
received in fiscal year 1944 from the special treatment 
of increased incomes under either the Senate Bill or 
the Conference agreement. 

The Government will receive in the fiscal year 1944 
under the Conference agreement $2,983 millions more 
than under the House Bill. The Conference agree- 
ment collects taxes currently on incomes for the period 
considered, whereas the House Bill does so only with 
respect to something less than the basic tax liability, 
which includes the normal tax and 13 percent of sur- 
tax net income, and follows present law procedure 
with reference to the balance tax liability. For the 
fiscal year 1944 the Conference agreement estimates 
include $900 millions and $1,093.7 millions respec- 
tively from the provisions applying the remission to 
the lower of 1942 or 1943 taxes and from one-half of 
the unremitted 25 percent portion of the tax. 

As compared with the present law, the Government 
will under the Conference agreement receive in fiscal 
year 1944 not only one-half of the unremitted 25 per- 
cent portion of the tax but also the entire $900 millions 
from applying the remission to the lower of 1942 or 
1943 taxes and will collect taxes at the calendar year 
1943 levels of income rather than at the 1942 levels 
of income. The full effect of collecting at the higher 
levels of income is not fully reflected in the receipts 
for fiscal year 1944 under the Conference agreement 
as compared with the present law, as an additional 
$911 millions is estimated to be in the hands of the 
withholding agents at the end of the fiscal year as 
compared with what would be in their hands under 
the present law, with a much lower withholding rate. 
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Estimated Individual Income Tax Liabilities Due Under the Current Tax Payment Act 













































































Total not withheld or payable through June 30, 1944 ............. 
Reduction proposed in individual income tax liabilities of the armed forces:? 















































House 


10,277.9 


Senate 


7,378.3 








Conference 


8,296.8 


Present 





Bill Bill Bill Law 
Estimated individual income tax liabilities payable into the Treasury during: 
Last six months of fiscal year 1943. .. ........... 5,277.7 5,459.6 5,459.6 5,459.6 
a ae en oe are 5,102.5 8,011.1 8,011.1 6,011.6 
ee ne 7,920.3 6,901.1 7,994.8 6,987.9 


Total, 18 months, enmnnid a re 18,300.5 20,371.8 21,465.5 18,459.1 
ee aco al regres se Ayhd'g. ak dung GA NR . 10,380.2 13,470.7 13,470.7 11,471.2 
Fiscal year 1944 . MLE Ee aN ee Ae ER Ee EP 13,022.8 14,912.2 16,005.9 12,999.5 

Reconciliation of total proposed individual income tax liabilities, 18 months, 
January 1, 1943-June 30, 1944, with total tax liabilities under present law on 
income of ‘the calendar years 1942, 1943, and 1944— 
Total proposed individual income tax liabilities payable into the Treasury 
during 18 months, January 1, 1943-June 30, 1944......................... 18,300.5 20,371.8 21,465.5 18,459. 1 
Amount withheld but not received until after June 30, 1944 (3 months’ with- 
holding) Re ote Be RARE OL Me tee GAH Game e 1,462.6 1,462.6 1,462.6 552.0 
Proposed individual | income tax liabilities through December 31, 1944, not 
withheld or payable through June 30, 1944: 

Portion of calendar year 1943 tax liabilities 1,375.6 SL ee eee 6,623.9 

Portion of calendar year 1944 tax liabilities.................... 8,902.3 6,978.3 6,978.3 13,611.7 

One-half of special tax of 25 percent on the lowe er of the tax liabilities 

OE Wine CUUUIET DORIS BPTG QUE FTE. ooo icc eho e ne eecacdeewesive “oeeee  —atewuiiels 1,093.5 

“Excess profits” provision 400.0 225.0 





On incomes for the calendar years 1942, 1943, and 1944.............. 1,967.7 pratt etetee 
On incomes for the calendar years 1943 and 1944......_........ er anes Sees 1,518.6 1,518.6 
Individual income tax liabilities remitted on calendar year 1942 income...... 9,815.3 9,815.3 
Proposed calendar year 1942 basic tax liabilities remitted in addition to the 
special exclusion allowed the armed forces.......... e060 Sees 0 te Ct(téiét ws 
Elimination of additions to 1943 individual income tax liabilities: 
“Windfall” provision ... — 900.0 —900.0 
Oe I NINN fo. ols oral eo ica ait raat Song OI ee | np hocany — 400.0 — 225.0 
Special tax of 25 percent on the lower of the tax liabilities of the calendar 
years 1942 and 1943.... saree gino Wad GUMTREE an eke acorn Bea — 2,187.1 
Total individual income tax liabilities under present law on income of the cal- 
er I I GO 5 ox oko hee a iwiesanwrcaaveuvacweudties 39 246.6 39,246.6 39,246.7 39,246.7 
Total proposed individual income tax liabilities on income of the calendar 
as ha bara ope Wk gon Nia ied shai hala e acne ey or ea 30,041.0 29,212.7 31,224.9 39,246.7 


Treasury Department, Division of Research and Statistics. 
May 26, 1943 

Note: Figures are rounded and will not necessarily add to totals. 
1 For the purpose of comparability of the estimates under the 
respective Bills, calendar year 1944 income, which has not been 
forecast, has been assumed to be the same as that forecast for 
1943. In order to make the yields of the different laws comparable, 
liabilities have been assumed to be distributed equally among the 
four quarters of the year, and this same assumption has been 
followed with reference to the distribution of the present law lia- 
bility. It is assumed that each taxpayer correctly estimates and 
pays currently 100 percent of his current tax liabilities as defined 
under each of the different laws, in excess of the amount currently 
withheld from salaries and wages, although the laws provide that 














































































Bureau of Internal Revenue Needs Help 


Jetween 10,000 and 15,000 new employees will 
have to be added to the Bureau of Internal Revenue 
as a result of the new system of the new pay-as- 
you-go income tax law which goes into effect July 1. 

Most of these will be placed in the various field 
offices and, so the Bureau told the Office of War 
Information, the majority of them will be women. 

The first actual contact the wage earner will have 
with the new system will be when he fills out a slip 
showing his name, address, Social Security number 
and his marital and dependency status. On the in- 





















































no penalty will attach provided payments of tax liabilities as esti- 
mated by the taxpayer, together with amounts withheld, amount 
te certain stated minimum percentages of his defined current tax 
liabilities. 

2 The loss with respect to tax liabilities on income of the cal- 
endar year 1944 should be somewhat greater, but has been assumed 
to be the same as on income of the calendar year 1943. Calendar 
year 1943 net income tax liabilities are reduced by $634.9 millions 
and calendar year 1943 net Victory tax liabilities are reduced by 
$124.4 millions by both the Senate and Conference Bills. Under 
the House Bill, calendar year 1942 and calendar year 1943 net 
income tax liabilities are reduced by $363.9 millions and $670.1 
millions, respectively, and calendar year 1943 net Victory tax lia- 
bilities are reduced by $131.8 millions. 





formation this furnishes will be calculated the amount 
of money to be withheld from each of his pay checks 
or envelopes in payment of his 1943 tax. 

His next contact will be more realistic—the re- 
ceiving of his first wages minus the pro rata deduc- 
tion for the pay period it covers. 


The amount of extra work falling on the shoulders 
of the Bureau of Internal Revenue from these two 
seemingly simple operations cannot yet be calculated ; 
but already new sections have been formed to take 
care of the increased accounting, and women have 
been designated to head many of them. 
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But addition of thousands of women will not be 
any radical departure from the traditions of the Bureau, 
despite popular opinion that women are not naturally 
suited to work with figures. 

As of April 30, 1943, in a total of 36,800 employees, 
17,204 (46.7 percent) were women. Although this 
represents a 41 percent increase over the same 12,000 
women employed in February, 1942, even at that time 
women made up 42.8 percent of the total personnel 
of 28,000. 

The majority of these women employees hold cleri- 
cal positions, but plenty of them are working at tech- 
nical jobs, many of which require a thorough knowledge 
of the various tax laws as they are passed by Con- 
gress. Included are women lawyers, certified public 
accountants, auditors and comptrollers; revenue agents 
who examine books on the basis of accounts already 
filed; and zone deputy collectors who canvass a ter- 
ritory to obtain returns from those who should have 
filed but have not done so. 

A former Executive Assistant to the Commissioner 
of Internal Revenue in Washington, D. C., was a 
woman, and the present holder of that office is en- 
thusiastic in his praise of the condition in which he 
found the affairs of the office when he was appointed 
after her death. The present Chief of the Employ- 
ment Tax Division in the 2nd New York Collection 
District is a woman, as is the chief of the miscellane- 
ous Tax Division in the 1st District of New York. 

Had a taxpayer phoned the Collector’s office in 
\Vashington to get information on filling out his tax 
blank this past spring—as thousands of taxpayers did 

-his inquiry would have been answered by a woman. 
And had he come to the office to put his question 
in person, he might have been set straight on his 
problem by either a woman or a man. 

As his tax form and remittance moved through its 
various processes of checking it would have been 
possible that it was handled almost exclusively by 
women, 

Arriving at a Collector’s office, the tax form is 
opened and stamped “received,” the remittance com- 
pared with the liability and a covering notation made 
on the form. The check is next separated from the 
form and run up on the adding machine along with 
the liability amount. Next, on a business machine, 
it is listed on the month’s assessment sheet. 


A comptroller next compiles and certifies the as- 
sessment sheets and these are given to the Chief 
of the Income Tax Division for signature. Up to this 
point everyone dealing with the tax form could have 
been a woman. 

Next move of the assessment sheet is to the Col- 
lector of Internal Revenue for the District for signa- 
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ture. Though no woman now holds such a position, 
some have in the past. This position is a Presidential 
appointment. 


The taxpayer’s return’is audited to see that every- 
thing is included, and also that nothing is omitted 
for which the citizen might have taken a deduction. 
This auditor may be a woman. Should she find some- 
thing omitted, she may recommend an additional as- 
sessment, and the bills for such assessments are made 
out on machines operated by women. 


If the taxpayer ignores the additional assessment 
bill—particularly if the taxpayer be a woman—she 
may be visited by a woman zone deputy collector. 
Should the taxpayer still prove recalcitrant, the deputy 
collector may have to suggest that the Government 
will levy against the taxpayer’s personal belongings 
to satisfy the assessment. 

Or suppose the tax were in the higher brackets not 
handled by the Collector on the audit. Then the tax- 
payer might be visited by a woman Internal Revenue 
agent who would ask to see his books. If a conten- 
tious question arises, the taxpayer might decide to file 
an appeal with the Tax Court of the United States. 
Before the trial he would undoubtedly have a con- 
ference with the technical staff and the division coun- 
sel of the Bureau of Internal Revenue, and on these, 
too, women might well be included. 

If no agreement could be reached at this confer- 
ence and the case came to trial before the Tax Court 
a woman lawyer might represent the Government’s 
side of the case, and the judge might also be a woman. 

Though most Americans find their closest connec- 
tion to the Bureau of Internal Revenue in the filing 
and paying of income taxes, this is by no means the 
only work of the Bureau in which women have a part. 

The concern of this Bureau is all revenue of the 
Government which obtains from internal transactions, 
from goods produced in this country or from goods 
after they enter the country. Listed on their books 
are over 200 different classifications of internal rev- 
enue, many of which are those famous “hidden” taxes 
which American citizens pay without being conscious 
of so doing. 

From liquor sources alone come 39 different kinds | 
of internal revenue, ranging from 5 cents paid for 
“stamps for distilled spirits intended for export, per 
case” to a special tax of $220 on “rectifiers of 500 
barrels or more.” From tobacco come 17 more kinds 
of revenue, such as a ¥% cent tax on “cigarette papers, 
per 50” and a $20 tax on “cigars, class G, per thousand.” 

Oleomargarine, adulterated and renovated butter 
provide internal revenue too—\% cent a pound on un- 
colored oleomargarine, $600 from each manufacturer 
of adulterated butter. 


(Continued on page 410) 








































































































































































































































































































































“It amazes me, from time to time,” started the Kid, 
“to find how otherwise shrewd and successful business 
men utterly fail to comprehend the nature and effects 
of depreciation. They just talk some mighty queer 
language when they get on that subject!” 

“Many of them do, all right,” agreed Dash, “but my 
guess is that they more or less naturally gravitate 
toward the engineering outlook on depreciation, rather 
than the financial one which embraces the accounting 
and tax angles.” 

“Could it be that they just don’t think in our chan- 
nels, and don’t understand our language,” wondered 
the Kid. 

“Indeed it could,” assured Oldtimer. “The pre- 
ponderance of business men are sales minded and have 
a background and training which doesn’t cover ac- 
counting; much of it is Greek to them, and perhaps 
just as well.” 

“T don’t see how you can say that,” interjected Law. 
“After all, ours are professions in the service of busi- 
ness. When the business man no longer understands 
our language, the fault lies with us, with the way we 
express ourselves, and not with the business man.” 

“Do you contend that accounting statements and 
terminology should be simplified and popularized, for 
layman consumption?” queried Oldtimer. 

“Yes, sir, that I do!” emphasized Law. 

“When are you going to simplify the law and legal 
hokus-pokus so that can be understood?” countered 
Oldtimer with a grin. 

“Now, wait a minute, that’s different!” exclaimed 
Law. 

“Yes, I know,” chuckled Oldtimer, “and this is 
about as far as we usually get on thisargument. How- 
ever, I might be willing to concede that a lot can be 
done in the way of getting accountants away from 
expressing themselves to their own satisfaction . . .” 
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“Tf the client and business man doesn’t understand 
what they are talking about, there’s something amiss 
in the mode of expression,” offered Philo. 

“Good work is being done to correct that situation,” 
said Oldtimer, “and mostly by the accountants them- 
selves—which is fitting and proper.” 

“All right, take my question of depreciation,” sug- 
gested the Kid. “What can be done to simplify the 
whole concept of financial depreciation ?” 

“For one thing,” ventured Dash, “the expression 
‘reserve for depreciation’ should be outlawed. We 
have our own concepts of reserves, but to the layman 
a reserve has usually got to have some substance or 
tangible form; to him a ‘reserve for depreciation’ is 
pure bunk.” 

“Don’t know as I blame him,” said Philo. “After all, 
a reserve that isn’t a reserve is a bit confusing.” 

“Progressive accountants have long since adopted 
‘allowance for depreciation,’ or some similar term, in 
lieu of the hoary misnomer,” observed Law. “Tax 
returns follow the old terminology, though.” 

“Changing the name certainly does no harm,” ad- 
mitted Oldtimer. “Another point in this connection is 
the ancient habit of listing depreciating assets as fixed 
assets. Fixed, I am afraid, tends to convey the idea 
of more permanency than is in line with the true 
facts.” 

“Certainly they are not fixed, in the sense that land 
is fixed, but both land and depreciating assets—some 
with a comparatively short life—invariably come un- 
der the same heading,” the Kid put forth. 

“All depreciating assets are really nothing but pre- 
paid expense,” summarized Oldtimer, “and .. .” 

“T am afraid a layman might say you are veering 
from one extreme to the other,” warned Law, “from 
a fixed asset to an expense, and how would you square 
that to his satisfaction ?” 
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“Personally, I don’t approve of the caption: fixed 
assets,” said Oldtimer. “I would like to have the 
business man think in terms of prepaid expense when 
he buys a truck or a piece of machinery, and he would 
then understand the depreciation expense with much 
less difficulty.” 

“T am inclined to think that he does understand the 
expense side of it,” countered Dash, “and it’s only 
the ‘reserve’ or ‘allowance’ side of it that looks to him 
like a mirage.” 

“The thing to do then,” concluded Oldtimer, “is to 
show him how he can pay himself back, out of busi- 
ness earnings, for the prepaid expense outlays, draw a 
check to himself, and put it in a separate kitty .. .” 

“Boy, he’ll understand that, all right!” exclaimed 
the Kid. “You are talking ‘funding’ of the deprecia- 
tion, aren’t you?” 

“To revert to the language of our tribe—yes,” ad- 
mitted Oldtimer. “But that’s just another expression 
that wouldn’t mean much, to one not initiated in our 
secret lingo. Yes, I’m all for a popularizing of ac- 
counting terminology ; let’s get busy.” 


Odds and Ends 


Collections of the Victory tax through withholding 
by employers amounted as of June 5 to $682,382,523.20, 
according to data made public by Commissioner of 
Internal Revenue, Guy T. Helvering. Withholding of 
the Victory tax from wages and salaries began January 1. 

Treasury estimates at the beginning of the year 
were that Victory tax collections to June 30 would 
total $534,600,000. Thus on June 5, the estimate for 
the 6-month period already had been exceeded by 
$147,782,523.20. 

To date, the Victory tax has been withheld from 
wages and salaries, above exemptions, at the rate of 
5 percent. For payroll periods beginning on or after 
July 1, this method will be discontinued and Victory 
tax collections will be included in the 20 percent 
withholding plan provided for in the Current Tax Pay- 
ment Act. 
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Where the Money Goes 


Secretary Morgenthau recently made an address in 
Kingston, New York which so ably tells the need of 
the Treasury for revenue that the following quotation 
is set out here. The occasion was the presentation of 
a Treasury “T” flag to the City of Kingston. 

“Let’s begin with our rate of spending in this war 
and how and why it has grown. At the time of Pearl 
Harbor, when we were shocked into a realization of 
what modern war really is by the treacherous murder 
of hundreds of Americans by the Japanese—even then 
we were pouring inio war materials 64 million dollars 
a day. Recovering from the shock of Pearl Harbor, 
we threw the lever of our vast American machinery 
of production into high gear, and by July of last year 
our war expenditures climbed to 152 millions a day. 
By the end of 1942, we were spending 198 million 
dollars a day, and today the figure is 240 million. Be- 
tween sunrise this morning and sunrise tomorrow 
morning, this war will have cost another $2.00 for 
every man, woman and child in the United States. 

Why? Because we have set out to produce so much 
equipment that we will overpower the enemy wherever 
we meet him; so many bombing planes, for example, 
that there will be traffic jams in the sky over Berlin— 
which I understand there are already. One wave of 
planes sometimes has to wait for another to go in. 
General Arnold, commanding the Army Air Forces, 
says flatly that he means to bomb Germany out of 
the war, and Mr. Churchill says that even if we can’t, 
it won’t do any harm to try. That will cost a great 
deal of money. A four-motored bombing plane—just 
one—costs nearly a half million dollars. You have 
read that we intend to drop a thousand, two thousand, 
three thousand, tons of block-buster bombs on the 
Axis nations in every raid, and a single two thousand- 
pound block-buster costs $400. Every time one of our 
battleships fires a broadside of sixteen-inch shells at 
the Japanese, it costs $13,000. In other words, we are 
really getting into the war. At last, the United 
Nations are on the offensive and that’s where we 
want to be. 

Well, to put us where we want to be, individual 
bond buyers during the first half of this year will 
have invested 7 billion dollars in War Bonds—a little 
over 10 percent of their income. That doesn’t include 
money coming from corporations, banks or other insti- 
tutions. That’s the amount that the people them- 
selves will have already invested this year towards 
winning this war. 

Splendid as such an achievement is, we can’t stop 
now and pat ourselves on the back. Not at this mo- 
ment certainly, when we are on the very brink of 


invading Europe. With this in mind, let’s take a look 
ahead. 
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During the second half of this year, from the first 
of July until the end of December, it is going to be 
necessary for you to invest not another 7 billions, but 
far more. To be exact, unless we are able to raise 
the tax rates before the end of the year, and before 
the end of the year get more taxes than will result 
from the present tax schedules, we expect that we 
may have to ask you to lend your Government during 
the next six months about twice as much as in the 
first half of the year. 

According to the best available figures, the money 
will be there in savings out of our 72 billions in na- 
tional income during the remainder of the year. Ac- 
cording to our present plans, we are asking you to 
invest the greatest portion of your savings in War 
Bonds in the next six months. 

It is important that we get this money either in 
taxes or bonds, not only to finance the war but to pro- 
tect ourselves against inflation. 

Now, that sounds like a lot, and itisalot. However, 
we know the money will be there, but in order to get 
it, we will have to have a more efficient sales organi- 
zation than ever before. It means we will have to 
have more volunteer workers because we will have 
to sell bonds to nearly every man, woman and child 
in America. It means solicitation from house to 
house, from bench to bench in factories, and from desk 
to desk in offices. 

I am sure we will be able to swing this tremendous 
job if we all work together, and I have good reason 
for my confidence. First, we have proof that we have 
the will to do it. During the Second War Loan drive 
in April, we asked the people, the individual investors, 
to buy 2% billion dollars worth of bonds, and they 
bought 3% billions. We asked insurance companies, 
corporations for 5% billions, and they invested nearly 
10. We asked for volunteers to take over the job of 
selling bonds to their friends and neighbors, and more 
than a million men and women in the United States 
became voluntary bond salesmen. 

When the final score was in, we found that in the 
Second War Loan drive we had raised almost as much 
as the total amount raised during all of the five bond 
drives in World War I. 

Another reason I am confident we will be able to 
raise the money is that these figures, enormous as 
they are, aren’t really quite as bad as they sound. 
For instance, when I say that our bond goal is twice 
as much as in the first six months, that doesn’t mean 
that every family is going to have to set aside arbi- 
trarily twice as much. Under the voluntary plan, we 
leave it to you yourself to decide how many bonds 
you can afford to buy. Families with heavy pre-war 
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commitments, mortgages and insurance and so on, 
may not always be able to afford twice as much. But 
folks who are earning more than their usual amount of 
money, will be able to invest even more. 

Many people with larger than usual wages are 
already putting high percentages of their pay into 
bonds. In some cases, where more than one member 
of the family is working or where the head of the 
family has a war job at good pay, the percentage ot 
War Bond buying is running to half, even more, of 
the family income. There are many women in war 
jobs, with husbands also working, who are investing 
100 percent of their pay in War Bonds, every cent 
they make. Those aren’t isolated cases by any means. 
In April I visited one war plant where they were 
putting 23 percent of the total payroll into bonds. 

Now, I should like to stop here and discuss with you 
for a moment some facts about war finance as I see 
them. I know that nobody likes high taxes, but this 
is war, and I sincerely believe that taxes ought to be 
used to pay for as large a share of the war cost as 
possible. I think taxes ought to cover something like 
half of our expenses. They’re not covering nearly 
that much now. On the other hand, we can’t raise 
much more than half the money through taxes be- 
cause, on such a huge scale, we can’t levy taxes with 
fairness. And that’s why we rely upon bond sales for 
the remaining amount. 

Bonds are flexible. They allow for the personal 
obligations which you may have, which may be en- 
tirely different from the obligations of your neighbor. 
Now, let’s talk for a moment about the concrete job 
of raising twice as much money from individual in- 
vestors in the next six months. First of all, we’re 
starting right now to expand the payroll savings plan. 
We hope to make it produce month-in and month-out 
50 percent more than at present. Every worker is 
being asked to figure out for himself how much more 
than the 10 percent we have previously used as a goal 
he can lay aside out of his current earnings for War 
Bonds. Whether we will succeed in this depends 
squarely upon Labor and Management working to- 
gether to make the payroll plan work at top efficiency 
in every plant in the nation. 

We are also planning on new war loan drives, es- 
pecially to raise money from individuals. The next 
drive will start September 9. I am announcing this 
for the first time today because it is a part of the 
blueprint of the future. On September 9 we will 
launch the Third War Loan drive, and it will aim at 
raising the largest amount of money from individuals 
that any drive has raised in the history of the world. 
Our goal for individuals in this September drive will 
be to get a substantial part of the necessary money. 
(Continued on page 405) 
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Appellate and Lower Courts 


Contracts restricting payment of dividends.—Amounts out- 
standing and unpaid by the makers (taxpayer’s customers) of 
deferred payment paper are not current liabilities of the tax- 
payer where such paper had been sold at a discount and 
where the taxpayer was obligated to repurchase any of the 
paper on which the makers defaulted. Consequently, the tax- 
payer was not allowed a credit under Sec. 26(c)(1), 1936 Act, 
where the taxpayer had agreed not to pay dividends “unless 
its current assets will equal twice the amount of its current 
liabilities after payment of any dividends” and where the exclu- 
sion of such items from current liabilities made it possible for 
taxpayer to pay dividends. One dissent—CCA-5, The Warren 
Company, Inc., Petitioner, v. Commissioner of Internal Revenue, 
Respondent.—43-1 ustc { 9442. 


When gross income reported: Commingling of items for 
different years.—The concept of the taxing statutes is violated 
if items of either gross income or deductions for different years 
are commingled and Commissioner is not entitled to a defi- 
ciency assessment for the year 1936 in the sum of $1,085.62 
on the ground that taxpayer has had returned to it in 1940 
by a refund the sum of $706.01—CCA-6, Athens Roller Mills, 
Inc., Petitioner, v. Commissioner of Internal Revenue, Respondent. 
—43-1 ustc J 9463. : 


Gross income: Corporation v. stockholders: Gain on sale 
of franchise.—Where the corporate taxpayer received a certifi- 
cate of convenience and necessity for the operation of a bus line 
over a route previously operated by a partnership from which 
it acquired all the rights, equipment, and franchises thereof in 
exchange for cash and notes, and in 1935 the corporation sold 
the franchise to another corporation for cash and notes and 
immediately endorsed the notes to the taxpayer-corporation’s 
two stockholders, the gain on the sale of the franchise was 
taxable in its entirety to the corporation. The court holds fur- 
ther that the corporation acquired the franchise without cost 
through the issuance of certificates of convenience and neces- 
sity and no cost basis can be imputed to the franchise. 


Dividends: Notes distributed to stockholders: When tax- 
able-—Where a corporation sold a franchise to another corpo- 
ration and received cash and notes payable monthly, and 
immediately endorsed the notes to the two stockholders, the 
notes constituted dividends, and were taxable in full to the 
stockholders in the year of receipt, even though the notes were 
not all paid in that year —CCA-6, Cherokee Motor Coach Com- 
pany, Inc., Petitioner, v. Commissioner of Internal Revenue, Re- 
spondent. John Howry LeVan, Petitioner, v. Commissioner of 
Internal Revenue, Respondent. James Buford LeBan, Petitioner, 
v. Commissioner of Internal Revenue, Respondent—43-1 ustc 
* 9462. 


Estates and trusts: Income v. corpus payments.—Income of 
the trust estate did not fall within the meaning of Sec. 162(b), 
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1936 and 1938 Acts, as income “to be distributed currently by 
the fiduciary to the beneficiaries” where payments to be made 
to the beneficiaries were payable in full whether or not the 
income from the trust estate should be sufficient for that pur- 
pose. Furthermore, the monthly payments to the beneficiaries 
which the trust instrument directed should be made were not 
“annuities” within the meaning of Sec. 22(b)(2), 1936 and 
1938 Acts.—CCA-6, Frank H. Mason, Trust, First Central Trust 
Company, Akron, Ohio, Trustee, Petitioner, v. Commissioner of 
Internal Revenue, Respondent—43-1 ustc { 9461. 


Personal holding company income: Personal service con- 
tracts.—Taxpayer’s income from a contract which designates 
an officer and principal stockholder of the taxpayer to perform 
services is personal holding company income. Incidental serv- 
ices rendered by the taxpayer under the contract did not change 
the character of the income. One dissent—CCA-7, General 
Management Corporation, Petitioner, v. Commissioner of Internal 
Revenue, Respondent.—43-1 ustc § 9447. 


Stamp taxes: Issue of shares to replace outstanding stock. 
—Where tbaxpayer, in an effort to liquidate its unpaid accumu- 
lated dividends and bring about a lower dividend rate for the 
future, issued shares of stock in payment of the accumulated 
dividends and also issued replacement shares in exchange for 
its outstanding stock, the replacement shares are not within 
the meaning of the term “original issue” in Sec. 722, 1932 Act, 
and no stamp tax levied by that section was payable thereon.— 
CCA-7, The United States of America, Plaintiff-A ppellee, v. The 
Pure Oil Company, a Corporation, Defendant-A ppellant—43-1 
ustc J 9435. 


Gross income: Recovery of taxes previously deducted as 
expenses: 1942 Act.—Where a claim for processing tax refunds 
was not carried on the books of the transferor (who had 
previously deducted such taxes as expenses but had not received 
any tax benefit therefrom) at the time of the transfer, no 
consideration passed therefor between the transferor and the 
transferee. Consequently, when the claim was realized upon 
by the transferee in 1937, the amount received was income to 
the transferee. Sec. 112(a), 1942 Act, relating to the treat- 
ment of amounts recovered as taxes previously deducted, is 
inapplicable since it was made retroactive only to taxable years 
beginning after December 31, 1938—CCA-7, Michael Carpenter 
Company, Petitioner v. Commissioner of Internal Revenue, Re- 
spondent.—43-1 ustc J 9449. 


Capital stock tax: “Doing business.”—Where taxpayer 
corporation had reduced its activities to holding and safe- 
guarding certain timber lands during the taxable years ended 
June 30, 1933, 1934, 1935, and 1936, until such time as it could 
make a satisfactory sale of the property, but during the years 
in question it received payments under a stumpage contract 
which permitted another corporation to remove lumber from 
the property, such activities constituted “doing business” from 
which a profit was derived, and liability for capital stock tax 
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was incurred for the taxable years.—CCA-9, United States of 
America, Appellant, v. Western Shore Lumber Company, a corpo- 
ration, Appellee -—43-1 ustc J 9460. 


Capital stock tax: Doing business: Lessor of oil and gas 
properties.—Where taxpayer was organized to enter into an 
oil and gas lease, to receive royalties, to determine whether 
they should be collected in cash or in kind, to distribute surplus 
profits to shareholders, and taxpayer in fact did these things, 
it was doing business under the terms of Sec. 601(a) of the 
1938 Act, and subject to the capital stock tax —CCA-9, Section 
Seven Corp., a Corporation, Appellant, v. Clifford C. Anglim, 
Collector of Internal Revenue for the First District of California, 
Appellee —43-1 ustc J 9459. 


(1) When gross income reported: Ownership of stock.—The 
Court holds that taxpayer owned stock in United Artists Cor- 
poration at least since 1928, when he received and endorsed the 
certificates thereafter held by the escrow agent, and that the 
Tax Court erred in including their value in taxpayer’s 1935 
income. 


(2) Distributions by corporations: Dividends v. ordinary 
income.—The Court holds that moneys paid an escrow agent 
as dividends for the account of the taxpayer were in fact divi- 
dends, and not money compensation taxable as ordinary income. 


(3) Credits: Individuals: Stock in escrow.—Where divi- 
dends were never made unqualifiedly subject to taxpayer’s 
demand prior to 1935 when they were paid over to him by the 
escrow agent, the Court holds that, under Art. 115-1 of Reg. 86 
for the 1934 Act, the dividends were includible in taxpayer’s 
gross income for 1935 and were deductible in computing his 
normal tax for that year—CCA-9, Charles Chaplin, Petitioner, v. 
Commissioner of Internal Revenue, Respondent. Commissioner 
of Internal Revenue, Petitioner, v. Charles Chaplin, Respondent.— 
43-1 ustc J 9458. 


Manufacturers’ excise tax on automobile parts or accessories: 
Rebabbitted connecting rods.—The mere fact that a prior deci- 
sion held that taxpayer was not a manufacturer or producer 
within the meaning of the taxing statutes does not entitle it 
to a judgment of res judicata in a subsequent proceeding with- 
out an examination of the transactions and practices of tax- 
payer during the period involved, a determination as to whether 
they differed in a taxing sense and a consideration of su- 
pervening decisions on the same point —CCA-9, Thor W. Henrick- 
sen, Acting Collector of Internal Revenue, Appellant, v. Richard 
E. Seward and Helen Roberts, Liquidating Trustees of Con-Rod 
Exchange, Inc., a Corporation, Appellees —43-1 ustc { 9457. 


Corporation converted into partnership.—Where at a meet- 
ing, on June 30, 1933, of the trustees and stockholders of the 
taxpayer, at which the great bulk of the stock was personally 
represented, resolutions were adopted by the trustees and 
shareholders present for the sale of all the corporate assets 
except the accounts receivable to a partnership composed of 
the individual shareholders, all the steps necessary to accom- 
plish the change desired were taken. Under Washington law, 
the failure to record the deed of conveyance of the real property 
does not invalidate the conveyance, and filing of a certificate 
of assumed business name is not a condition precedent to the 
existence of a partnership, but merely to the bringing of suit. 
—CCA-9, Seattle Renton Lumber Company, a corporation, Ap- 
pellant, v. United States of America, Appellee —43-1 ustc J 9456. 


Association distinguished from trust: Real estate trust 
created under “Hulbert Plan” taxable as a corporation.—A 
trust created in California under the “Hulbert Plan,” property 
of which included four mercantile buildings, a store, a service 
station, and an orange farm, was an association, taxable under 
Sec. 1001 (a) (2), 1936 Act, as a corporation. The fact that 
during a part of the taxable year the trust had only a single 
beneficiary is immaterial—CCA-9, Lombard Trustees, Lid., a 
Trust, and Charles S. Lombard, Bertha M. Lombard and Norman 
M. Lombard, Trustees thereof, Petitioner, v. Commissioner of 
Internal Revenue, Respondent—43-1 ustc § 9455. 
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Prohibition of suits to restrain assessment: Transferee.— 
Where a corporation was merely the alter ego of the preceding 
association and had acquired all of the association’s assets and 
assumed all of its debts, the corporation cannot, on the ground 
that it is a third party with a prior lien on the association’s 
property, bring suit to stay the issuance by the Collector of a 
distress warrant for taxes alleged to be owing by the associa- 
tion.—D. C. N. D. Tex., The Excelsior Life Insurance Company 


v. W. A. Thomas, Collector of Internal Revenue-—43-1 ustc 
1 9439. 


Suit for refund: Nature of action against collector.—An ac- 
tion against a collector to recover taxes erroneously exacted 
by him is based upon his personal liability and can not be 
maintained against his successor in office who had no part in 
the assessment, collection, or disbursement of the taxes. Code 
Sec. 3772 (d) (as added by the 1942 Act), which provides that 
a personal suit against a collector shall be treated as if the 
United States had been a party to such suit in applying the 
doctrine of res judicata, does not enlarge the liability of or alter 
the nature of actions for recovery of illegally collected taxes 
against a collector.—D. C. N. D. Ia., Anna A. Brauch, Plaintiff, 
v. Edward H. Birmingham, as Collector of Internal Revenue for 
the District of Iowa, Defendant —43-1 ustc J 9446. 


Association distinguished from trust.—In 1931, four partners 
transferred the operating assets of their business to a corpora- 
tion and transferred certain bonds of the partnership to a trust 
the principal of which was to be ultimately distributed to the 
partners as beneficiaries. The trustee had power to lend money 
to the corporation. The trustees improved the corpus of the 
trust by changing their investments from time to time on the 
advice of an investment counsel. The Court holds that this 
was an ordinary trust and not an association taxable as a cor- 
poration. D.C. Kan., Irving Hill, surviving and sole Trustee of 
the Hill and Dinsmoor Trust, of Lawrence, Kansas, Plaintiff, v. 
United States of America, Defendant.—43-1 ustc § 9443. 


Transportation of oil by pipe line: Transportation of crude 
oil for treatment.—Where certain crude oil was not marketable 
until treated, transportation to the treating plants was not 
subject to the tax on transportation of oil by pipe line. 


Suits for recovery of erroneous refunds: Evidence.—The 
Commissioner’s claim that a refund payment to the taxpayer 
was an erroneous payment made under a misapprehension of 
facts was not supported by the evidence —D. C. N. D. Tex., 
Group No. 1 Oil Corporation v. W. A. Thomas, and United States 
v. Reagan County Purchasing Company, Inc., a Corporation— 
43-1 ustc J 9448. 


Ordinary income v. capital gain: Purchase of stock in cor- 
poration which is a customer.—Where the taxpayer, a stock- 
holder, had numerous dealings with banking institutions and 


where he purchased various stocks for the express purpose of | 


showing an interest in the banking institutions, the Court holds 
that such stock was not held by the taxpayer primarily for 
sale in the course of his trade or business and that the gain on 
the subsequent sale of the stocks was capital gain. The Court 
had power to grant the motion to restore this case to the 
calendar, even though it was commenced in 1933, under the ex- 
press limitation of Rule 60 (b), Federal Rules of Civil Pro- 
cedure.—D. C. W. D. N. Y., David Wallace, Plaintiff, v. United 
States of America, Defendant-—43-1 ustc { 9451. 


Corporation dividends paid credit: Contract setting aside 
earnings.—Taxpayer entered into two contracts on March 18, 
1935 to repurchase the stock of one of its stockholders, the 
total price being due within five years, and pledged the gross 
receipts of two motion pictures as security for the payment 
of said purchase price. The Court holds that taxpayer is en- 
titled to a credit against undistributed profits tax under Sec. 
26(c)(2), 1936 Act, because there was a written contract 
executed prior to May 1, 1936 which dealt expressly with the 
disposition of earnings and profits of the taxable year and 
required the irrevocable setting aside within the taxable year 
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of a portion of the profits and earnings to discharge a debt.— 
D. C. S. D. Calif., Walter Wanger Pictures, Inc., Plaintiff, v. Nat 
Rogan, Collector of Internal Revenue, Defendant.—43-1 ustc 
q 9452. 


The Tax Court 


Recognition of gain or loss: Securities and cash received for 
old securities plus accrued interest: Recapitalization—Tax- 
payer’s transferor held certain mortgage bonds of a corpora- 
tion, and in a statutory recapitalization of the corporation, it 
received fixed interest bonds and income bonds in the face 
amount of $27,500 plus $3,115.45 in cash in exchange for $25,000 
principal amount of the old mortgage bonds plus accrued in- 
terest of $5,615.45. It is held that only the cash received is 
taxable.-—Koppers United Company, Alleged Transferee of Kop- 
pers Associates, Inc. v. Commissioner, CCH Dec. 13,203(M), 
memorandum opinion. 


Exclusions from gross income: Computation of absent 
period.—_Where taxpayer was out of the United States for a 
total of 192 days in 1939, he is entitled under Code Sec. 116(a) 
to the exclusion from gross income of a pro rata portion of his 
income allocable to the period of nonresidence, the exclusion 
provisions being applicable even though the six months’ period 
of nonresidence is not made up of six calendar months. Michel 
J. A. Bertin, 1 T. C. 355, CCH Dec. 12,916, followed.—Ralph L. 
Evans v. Commissioner, CCH Dec. 13,213(M), memorandum 
opinion. 


Capital gains v. ordinary income: Sale of lots.—The tax- 
payer’s business was buying, selling, trading, or exchanging 
real property on his own individual account. In 1932 he 
acquired, by trade, approximately 92 acres of unimproved land, 
subdivided about one-third of it, and sold lots at a profit in 
1939 and 1940. Taxpayer contends that the property was held 
for trade or exchange, and not exclusively for sale, and that the 
profit was capital gain. It is held, that the property is not a 
capital asset within the meaning of Code Sec. 117 because held 
“primarily for sale to customers in the ordinary course of his 
trade or business” and the profit realized upon the sale of lots 
from the property is taxable to the petitioner in full—Jacob S. 
Gruver v. Commissioner, CCH Dec. 13,212; 1 TC —, No. 159. 


Deductions: Expenses: Compromise payment.—The tax- 
payer corporation paid $65,000 to settle threatened litigation 
which did not involve any matters proximately related to its 
past actions in the conduct of its own business. The threatened 
litigation was founded upon the acts and transactions of in- 
dividuals connected with a partnership and a corporation which 
were the immediate predecessors of the taxpayer corporation. 
The party proposing to sue looked to the taxpayer only as the 
recipient of property formerly owned by the alleged wrong- 
doers. The Tax Court holds that the sum is not deductible as 
a business expense and that the taxpayer cannot be said to 
sustain a loss under Sec. 23(f), 1938 Act, in the case of a 
voluntary expense.—Levitt & Sons, Inc. v. Commissioner, CCH 
Dec. 13,217(M); memorandum opinion. 


(1) Basis for gain or loss: Repurchased property: Evidence. 
—Taxpayer transferred in 1933 and 1935, respectively, various 
shares of stock to a wholly-owned corporation at his cost, in 
part payment of advances made to him which were outstanding 
on the corporate books. In 1936, taxpayer repurchased some 
of the securities formerly turned over at cost and gave his 
interest-bearing personal note as security for the balance of 
his account. Taxpayer exchanged some of the shares so re- 
purchased and sold those shares in 1939, at which time he 
sought to use the original cost to him as his basis for deter- 
mining the loss on the exchange. The Tax Court holds that 
the transfer of the stock in reduction of taxpayer’s indebtedness 
to his wholly-owned corporation and the subsequent repurchase 
of the shares cannot be disregarded, and that the long-term 
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loss claimed by taxpayer must be disallowed because the fair 
market value of the exchanged stock as of the date of the 
reacquisition by taxpayer was the proper basis for computing 
loss and the record does not reveal such fair market value. 


(2) Deductions: Losses: Worthless stock.—Where the evi- 
dence failed to show that common stock owed by taxpayer had 
any value at the beginning of the taxable year 1939 or that it 
became worthless in that year, a deduction as a capital loss of 
the original cost of the stock is not warranted.—Joseph Thal v. 
Commissioner, CCH Dec. 13,216(M); memorandum opinion. 


Analysis of the Anti-Windfall Provisions 
(Continued from page 371) 
Revised 1943 Tax Summarized 


(1) The tax for the year 1943 not dis- 
turbed by the abatement provisions 
of the Current Tax Payment Act... $120,000.00 


(2) The 25 percent unabated portion of 
the 1942 tax remaining after the 
application of the 75 percent normal 


abatement (25 percent of $100,000.00). 25,000.00 ° 
(3) Reduction of the amount of the nor- 

mal abatement by reason of the ceil- 

ing not having been lowered... ... None 

Total liability for the year 1943... . $145,000.00 


The last example illustrates that an increase of 
$20,000.00 or more in net income for the year 1942 or 
1943 over the highest net income for any one of the 
years 1937 to 1940, inclusive, does not necessarily re- 
sult in an increase in tax liability for the year 1943. 
The amount of net income a person may have in the 
current year (1942 or 1943) in excess of that in the 
highest “base year,” without being subject to the sec- 
ond anti-windfall provision of the Current Tax Pay- 
ment Act, will vary and increase in direct proportion 
to the size of the net income for the current year. 

A married person with no dependents whose highest 
net income in the base year was $10,000.00 may have 
$28,210.00 more net income in the current year than 
in the base year, and yet receive full benefit of the 
75 percent normal abatement. A person with the same 
family status whose highest net income for the base 
year was $30,000.00 could have $33,375.00 more net 
income in the current year than in the base year with- 
out disturbing the normal abatement allowance. 
Example No. 3 reflects the results applicable to a 
person with net income of $100,000.00 in the highest 
“base year.” The married man with net income in 
the base year of $980,000.00 could increase that net 
income in the current year by $345,211.00 without hav- 
ing his ceiling lowered or suffering any reduction in 
his normal 75 percent abatement allowance. 














































THE REVENUE ACT OF 1942 


Philip Nichols, Lecturer on Taxation and 
Municipal Corporations, 
Boston University School of Law 


23 Boston University Law Review, 
January, 1943, p. 1-27 


The Revenue Act of 1942 is bound to 
stand out as a landmark in the law of taxa- 
tion. The rates of taxation on personal in- 
come imposed in the present revenue act 
are so steeply graduated as to make it almost 
if not wholly impossible while these rates 
are in force for anyone to start from nothing 
and attain a position of even moderate wealth. 
These rates therefore are the most striking 
feature of the act. 


The Act is, however, almost as notable 
for what it omits as for what it contains. 
The most important omission is a tax of 
universal application. In spite of the fact 
that the exemptions from personal income tax 
are further reduced, the principal effect of 
the act is to increase the burden on the 
persons who have hitherto paid the whole 
of the income taxes and who are more un- 
favorably affected, by being thrust into higher 
brackets of surtax through the reduction of 
the exemption, than those who are for the 
first time made subject to the tax. Between 
85 and 90 per cent of the increases estab- 
lished by the last two revenue acts will be 
imposed on present taxpayers. 


In the statement of Secretary of the Treas- 
ury Morgenthau before the Ways and Means 
Committee of the House of Representatives 
at the time of the introduction of the 1942 
Revenue Bill in March, 1942, he advocated 
the removal of certain “special privileges” 
from the law, an important example of which, 
he asserted, is found in the tax exemption 
allowed to the securities of states and mu- 
nicipal corporations. Another example of 
“special favoritism” which Secretary Mor- 
genthau pointed out and indicated a desire 
to uproot was the privilege which married 
couples living together have enjoyed since 
the enactment of the first income tax law of 
filing separate returns. Both of these pro- 
posals were omitted from the Revenue Act 
of 1942. 


Another notable omission is the failure 
of Congress to deal realistically with the 
problem of collection which is bound to rise 
from the imposition of such excessive rates 
and such low exemptions at a time when the 
national income is not enjoying a natural 





and steady growth but is abnormally swol- 
len through high wages paid in war activi- 
ties. Human nature being what it is, making 
adequate provision to meet the demands of 
the tax collector will be difficult indeed. 


Some method of paying taxes on income 
in the year in which the income is received 
is necessary. The Secretary of the Treas- 
ury recommended a pay-as-you-go plan ina 
modified form when the Revenue Act was 
introduced, but the plan was not accepted 
by Congress in respect to the income tax, 
although applied in the Victory Tax. The 
objection most pressed to putting income 
taxes on a pay-as-you-go basis was that it 
seemed to require every taxpayer to pay 
two years’ taxes in one year when the plan 
was first put into operation. 


Under the plan of Beardsley Ruml, the 
1942 tax on 1941 income would have been 
cancelled; payments already made would 
have been applied to the 1942 tax on 1942 
income; in March, 1943, each taxpayer would 
file a corrected return on 1942 income; and 
Overpayments and underpayments would 
then be adjusted. The taxpayer at the same 
time would file a return of his estimated 
1943 income and start making payments on 
the tax indicated by his return, subject to 
adjustments at the end of the year, and 
woud continue on this pay-as-you-go basis 
until he died or ceased to receive taxable in- 
come. To avoid giving the taxpayer too 
much latitude in estimating his income, his 
income for the previous year would form 
the basis of his tentative tax, unless he could 
show that his salary or wages had actually 
been reduced. 


Mr. Ruml has pointed out that the reve- 
nue from the personal income tax would 
flow into the Treasury at the usual times 
and in approximately the same amounts as 
under the present system, with much less 
difficulty in collections. The loss to the 
government of a whole year’s income tax 
would be spread over a long series of years, 
as the present taxpayers gradually died or 
ceased to receive taxable incomes. The loss 
would not amount, he estimates, to more 
than $100,000,000 a year, and part of this 
loss would be made up by increase in the 
estate taxes, because there would be no in- 
come tax of a previous year to be deducted 
from the gross estate. 


The real objection to the Ruml plan, or 
to any other device for putting a net income 
tax on a pay-as-you-go basis, is more funda- 
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mental. Income tax returns have never 
hitherto been required to be filed before the 
end of the year to which they related. Many 
taxpayers cannot by March 15 of any year 
estimate their income for such year withina 
50 per cent margin of accuracy or even know 
whether the operations of the year will re- 
sult in a profit or a loss. The result will be 
that almost all of the returns will have to be 
adjusted after the end of the year, and def- 
ciencies assessed or refunds paid; the ad- 
ministrative details are breathtaking in their 
magnitude, complexity, and consumption 
of time. 

Nevertheless, the continuance of the pres- 
ent system, with its abnormally high rates 
applied to a temporarily swollen national 
income, threatens such appalling results both 
to the taxpayers and to the national treasury 
that it seems that either the Ruml plan or 
some other pay-as-you-go system must be 
adopted. 

Now that the notable omissions from the 
1942 Revenue Act have been pointed out, it 
is necessary to return to what the Act con- 
tains. The income tax rates start with six 
per cent normal tax and 13 per cent surtax 
(and the Victory Tax in addition) with a 
personal exemption of but $500 in the case 
of single persons and $1,200 in the case oi 
married persons or heads of families and 
progress rapidly. With rates as high as now 
imposed, inequities are magnified and bur- 
dens sometimes impossible to bear. Most oi 
the demands for changes in the law were 
brought to a head by the imposition of the 
1942 rates, and some of the injustices, imper- 
fections, and obscurities have been corrected. 


Although the value of property acquired 
by gift, bequest, devise, or inheritance is 
still not included in gross income, the 194 
Revenue Act amends the Internal Revenue 
Code to provide that when income from 
property is similarly acquired, such income 
is taxable. In this respect the statute fol- 
lows the construction given to the previous 
acts. The statute goes on to provide that 
if under the terms of the gift, bequest, de- 
vise, or inheritance, payment is to be made 
at intervals, to the extent that the payment 
is made out of the income of property, i 
shall be deemed taxable income. 

A recent decision of the Supreme Court te 
the effect that the value of improvements 
made by a lessee ana becoming the propert) 
of his lessor on the termination of the ‘ease. 


(Continued on page 411) 
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Consequences of Integrated State 
Tax Administration 

(Continued from page 375) 
remittances, prepared deposit vouchers, checked re- 
turns with greater or less attention to technical errors 
(depending on her personal competence), ran errands, 
maintained the unit’s files, and carried on such corre- 
spondence as time permitted. In connection with 
almost every other tax, the work assignment was 
similarly scattered. Unless the stenographer were a 
miracle worker, she was bound to make numerous 
mistakes; and, even though inspired, she could 
scarcely hope to move from one to the other of all 
the tasks she attempted and do a really decent day’s 
work in any of them or in all of them together. The 
answer given by the reorganized departmental plan 
contemplated that incoming mail clerks should open 
all mail; that proving clerks and auditors should 
prove and audit all tax returns and should do that 
work with the aid of the best machines modern in- 
genuity could produce; that remittances of all kinds 
(amounting the first year to just under forty-five 
million dollars) should be handled by one bonded 
cashier for the entire department so that she would 
have no means of “passing the buck”; that errand 
boys or girls should be employed at low pay to go 
from place to place as might be necessary ; that filing 
clerks do the filing; and that stenographers handle 
correspondence. In general, individual workers per- 
formed but one of these tasks unless a reassignment 
were made. Several minor adjustments to speed up 
work were incidentally possible. For example, mail 
clerks came early, opened the mail, and thereby made 
it possible for the supervisors and the Commissioner 
to go to work on the day’s correspondence at eight 
o'clock. A second illustration is found in the fact 
that the Commissioner and his executive staff now 
have each morning a detailed analysis of the revenue 
situation respecting all taxes, so that their managerial 
control over the whole may be more than merely 
formal. 


Savings in Clerical Work 


What has just been said suggests economies of 
operation in the filing, recording, proving, and corre- 
spondence work of tax administration. These econo- 
mies materialize in actual practice. A filing clerk 
who is not called on to do other kinds of work, if 
properly supervised, can be a more efficient filer than 
anybody of equal capacity can become unless she 
specializes. Moreover, she can afford to work with 
better tools if the entire state’s tax work is to be 
handled in one filing office. This is even truer of 
recording individual taxpayers’ remittances, again 
both because of specialization and because of the bet- 
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ter bookkeeping machinery it is possible to employ. 
Checking the accuracy of taxpayers’ computations, 
ascertaining that returns are properly signed, and do- 
ing other things necessary to assure formal accuracy 
can also be done best by specialist clerks who do noth- 
ing else. Some states bring this work entirely to- 
gether. Tests made in Kentucky and Utah show that 
integration pays in dollars and cents and in worker 
morale. So it is with correspondence, duplicating, 
maintenance of addressograph plates, and doing other 
tasks necessary to getting the money from the tax- 
payer to the state treasury. 
the saving is substantial. 

This sort of saving is not great in an integrated 
department, however, as compared with what can be 
accomplished in an independent sales tax unit. Some 
of the same types of operating economies are effected 
in most such agencies. But, when the economies are 
considered in relation to the state’s other tax admin- 
istration work, the savings in clerical costs cannot but 
be material. 


In all such connections 


Added Control of Production 


In connection with quantity production tasks of 
clerical character and with field work, to which further 
reference will be made later, 75 to 90 per cent of a 
well managed tax department’s personnel are found. 
Clerical and field activities are for this reason the ex- 
pensive classes of tax administration work. To pre- 
vent waste, therefore, is particularly important if 
economy is to be attained. The integration of tax 
administration, if the entire task is within the purview 
of the department, is the answer to this problem. 
There are three principal reasons why this is the case, 
and each will be outlined briefly.*® 

In the first place, by utilizing the assembly-line 
method of handling tax returns and tax remittances, 
the well organized tax department, like the well or- 
ganized commodity wholesale merchant, can so ar- 
range work that all parts of the department will check 
on all other parts. If at any particular point there 
is a hitch, the next unit in line knows about it because 
it threatens to cause difficulty for the second operating 
unit. For instance, if the mail room in the Colorado 
Department fails to get the mail flowing by eight- 
thirty o’clock any morning, every unit of the Depart- 
ment is in line to become embarrassed because its 
day’s work cannot be begun at once. If, again, the 
posting clerks fail to forward the batches moved to 





* On this point see Donald C. Stone, ‘‘What Tax Department 
Reorganization Can and Cannot Do,’’ and H. Clyde Reeves, ‘‘Ad- 
ministrative Organization and Operation of the Kentucky Depart- 
ment of Revenue,’’ Proceedings, 1937 Conference, National 
Association of Tax Administrators; various authors, ‘“Tax Account- 
ing and Auditing Procedures,’’ Proceedings, 1°37 Conference, 
National Association of Tax Administrators, pp. 23 ff.; and Rufus 
W. Fontenot, ‘Integrated v. Multiple Tax Agencies,’’ Revenue 
Administration—1941, National Association of Tax Administrators, 
pp. 47-48. 
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them, the accumulation will catch the eyes of mail 
clerks ahead of them in the line and will cause the 
collection clerks to wonder whether they can com- 
plete their day’s work in time for dinner at six o’clock. 
But the well arranged tax department does not depend 
solely on this technique for finding trouble and cor- 
recting it. It also sets up, as does an industrial con- 
cern, some type of control plan which will supply 
record management so operated that the whole thing 
can be done by clerks till something goes wrong and 
so designed that, if something does go amiss, the man- 
agement will know about it at once. 


In the second place, the integration of a tax depart- 
ment makes possible a series of formal cross checks 
and reports which provide the administrator with 
sensitive devices for avoiding irregularities and delays. 
For instance, a cross check to assure that the money 
remitted by taxpayers is put into the treasury can 
usually be provided by balancing the cash counted by 
the cashier against the record of cash independently 
made by the posting clerks. Besides, the bookkeepers 
can provide a report of the work done by various tax 
compliance and collection divisions in such a manner 
as to tell the facts about the performance of various 
supervisors whether or not those facts are palatable. 
This arrangement makes it possible for the depart- 
ment head to make personnel readjustments in order 
to see that lagging jobs are speeded up. This is all 
aside from the direct reporting which will be required 
of each supervisor, but which could also be secured 
even though the department were broken into dis- 
jointed units with little else to tie its work together. 

Thirdly, one of the most fruitful means of explain- 
ing the low-cost production of unified and integrated 
revenue agencies is found in the ability to shift clerks 
from one task to another in order to meet emergen- 
cies. This can be done without violating the principle 
of specialization, because after being shifted a clerk 
becomes specialized in the new job. As will be seen 
later, the very fact that she works alongside highly 
trained personnel already on the new assignment will 
be helpful in quickly making her a specialized worker. 
For example, no matter how carefully a state legis- 
lature studies and provides for regularizing the state’s 
revenues over the months of the year, there will be 
administrative peak loads. The most serious rush in 
many states is the time when income tax returns are 
filed. Of course, auditors are assigned at this time 
to help taxpayers make out their returns; but in the 
rush every available clerk must fall in line to see that 
the mail is handled, the record made, and the money 
put into the treasury at once. A little later the clerks 
who can be spared after the mail rush will be sent 
back to checking the returns and filing them, so that 
at the earliest time possible the income tax records 
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will be completely in order. The ability of an inte- 
grated revenue department to make the available 
manpower into an effective, flexible machine to do 
the job is a great advantage of such an organization. 
This advantage cannot be exploited fully unless a 
skilled administrator takes the problem in hand.”® 


Unification of Policy 


Two important issues are involved in unification oi 
tax administration policy. They are (a) the enforce- 
ment of tax laws in such a manner as to cause the 
least possible discrimination and (b) so handling the 
tasks necessarily involved that the public will not be 
unduly offended in the process of ascertaining liability 
and paying taxes. Both functions can be better man- 
aged if the tax administration work of the state gov- 
ernment and the supervisory work incident to local 
tax administration is operated as a unit. 

There are numerous points at which policy factors 
may affect tax administration. One operating unit 
may take the position more or less inflexibly that its 
job is to administer the laws passed by the legislature, 
whether they are fair or not. Another may take the 
same position but do everything in its power to secure 
a change of inequitable legislation. A third may take 
the view that taxation is a practical matter and that 
it is proper for the administration to set aside enforce- 
ment of the laws which in a particular case would 
operate harshly or inequitably. For example, if in a 
specific tax statute the general assembly exempts 
charitable and religious institutions and activities, but 
makes no provision for educational services, the ad- 
ministrator, noting that the state’s general policy has 
traditionally been to exempt educational activities 
from taxation, simply declines to enforce the law as 
applied to schools. The policy toward enforcement of 
penalties is one which may vary in the absence of 
unified policy from rigid enforcement to waiver of pen- 
alties for all save the most flagrant violations.” 
Again, many discretionary decisions must be made in 
all tax administration. Whether these are made 
(a) with maximum uniformity, (b) in such a way as 
to secure for the state the maximum of revenue, or 
(c) so as to reach the maximum of equity in the par- 
ticular case may make a great deal of difference. A 
state which lacks integrated management of tax work 





1% “‘As in the case with any organization, if the head of a state 
tax department .. . is incompetent, the entire organization will 
be deficient.’ Graves, op. cit., p. 190. 

% This limitation does not apply to the revenue department which 
is closely knit. Speaking of the Kentucky situation. the Governor 
could say with propriety in this report of 1939, ‘‘Since 1936 tax 
collection agencies have been welded into an operating unit. At the 
present time a single cashier receives all tax money collected by the 
Department of Revenue; and all checking, accounting. filing, and 
other routine in handling returns are centrally executed. The inte- 
gration of the functions of the Department of Revenue has gone 
far to assure uniform policy and the protection of the tax money. 
Consistently, administrative policy has made it possible for tax- 
payers accurately to estimate their tax requirements”’ (italics sup- 
plied). A, B. Chandler, Kentucky Government, 1935-1939, pp. 12, 13. 
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may follow two or more policies on each of these and 
other points of possible difference. 

The modern tax department is official advisor to the 
governor and through him to the legislature with re- 
spect to all revenue matters. Failure to have a unified 
tax department means failure to have any one source 
of official, dependable advice looking toward legisla- 
tion. In one state, for example, it was pointed out that 
“The revenue system has been repeatedly distorted by 
the enactment of new tax measures without modifica- 
tions in other tax measures required to maintain an 
equitable distribution . . . the inevitable results from 
separating the tax system into its elements and scat- 
tering the administration of those elements among a 
number of state departments.” 7® 

If tax administration is scattered among independ- 
ent agencies, it is inescapable that personnel chosen 
for other functions will be assigned the decidedly tech- 
nical tasks of tax enforcement. Even though each de- 
partment does the very best it can to administer the 
tax laws efficiently and honestly, those charged with 
the task will fail in some measure simply because they 
do not know the technicalities which they must know 
to do the work well. A survey in one state, in which 
there was not the slightest criticism of the sincerity of 
effort, of the general effectiveness within the available 
framework, or of the men in charge of the work, em- 
phasized this particular shortcoming in unusually 
effective fashion.?® 

As to the public relations function of tax adminis- 
tration, it is obvious that one department can do the 
job for all the state’s taxes more readily than half a 
dozen or a dozen agencies can do it each for a separate 
tax. As one tax administrator of long experience put 
the matter in speaking of only one revenue measure, 
“The sales tax requires an unbelievably great amount 
of promotion.” Moreover, explaining taxes to the 
public actually results in greater revenues and reduced 
discrimination.”° 

Specific issues which bear on public relations in- 
clude preparation and use of understandable tax return 
forms, dovetailing and reducing the number of reports 
taxpayers are called on to make, consultation with tax- 
payers to ascertain their convenience, provision of per- 





% The Brookings Institution, Report on a Survey of the Organiza- 
tion and Administration of the State, County, and Town Govern- 
ments of New Hampshire, op. cit., p. 616. This function is 
emphasized also by the Ohio Joint Committee on Economy in the 
Public Service, Report, Part II, ‘‘Finance and Taxation,’’ 1929, pp. 
89, 90. 

’® The Brookings Institution, op. cit., pp. 615-619. 

* See, e. g., in the Proceedings of the various conferences of the 
National Association of Tax Administrators: 1935, Joseph W. 
Huston, ‘‘Explaining Taxes to the Public,’’ pp. 26 ff.; C. A. Jackson, 
“The Gross Income Tax,” pp. 69 ff.; 1937, A. H. Stone, ‘‘Humanized 
Tax Administration—A Mississippi Experiment,’”’ pp. 7 ff.; and, 
1941, Leigh Watkins, ‘‘Tax Research and Statistics,"’ pp. 53 ff. 
Cf. also, F. R, Carpenter, ‘“‘The Taxes Men Live By,’’ Proceedings, 
National Tax Conference, 1942, pp. 52 ff.; Dixwell L. Pierce, 
“Assessors Are People,’ op. cit., pp. 58 ff.; and H. Clyde Reeves, 
“Finished and Unfinished Phases of Tax Administration in Ken- 
tucky,"’ op. cit., pp. 84 ff. 
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sonal aids to taxpayers such as assistance in making 
out the more difficult returns and in helping businesses 
which are planning management policies to involve 
themselves in no unnecessary tax liability, making 
information available to the press in an understand- 
able form, and giving individuals and organizations 
the maximum information regarding tax policy and 
tax data. 


The Compliance Problem 


One expensive problem of tax administration is to 
see that every person who is required by law to file a 
return and pay a tax actually does so. Unless this 
task is well performed the idea of fair taxation is a 
myth. And it can be well performed. 


Indeed it can be much better performed if the whole 
tax system is integrated than if it is not. There are 
several reasons why this is the case. One is that the 
records provided in connection with the enforcement 
of compliance with one tax are valuable in connection 
with the enforcement of other revenue measures. The 
advantages of cross checking can be exploited most 
satisfactorily if the entire job is under a unified man- 
agement, particularly if all tax enforcement work is 
closely knit together. A second reason is that per- 
sonnel handling one type of tax secures information, 
quite aside from the records, which can be employed 
in connection with inducing compliance with other tax 
measures. A third reason is that the field work needed 
to handle the difficult cases can be utilized to take 
care of other kinds of tax compliance or collection 
problems. Often, if a taxpayer neglects filing returns 
in connection with one tax, he is also likely to give 
trouble in connection with another. A trip to secure 
his sales tax return may be also a trip to see him inci- 
dent to his income tax report.??_ Moreover, a trip to 
secure a return and remittance from one taxpayer may 
also be a trip to make a difficult collection from an- 
other.”?_ By thus having one field collector instead of 
two, both travel and salary expense is eliminated. 


Collection Efficiency 


The logic applicable to compliance is also equally 
true of collection work. The modern tax department 
by placing all collection responsibility under one man- 
agement can make the routine phases simple, reduce 
the expense of handling executive letter writing, and 
greatly cut the cost of field collection effort. As to 





21 Fontenot, op. cit., p. 48, speaking of the period before reor- 
ganization, says, ‘‘It was not uncommon for a taxpayer to have 
four or five different representatives . . . in his place of business at 
one time.’’ 

2 One of the most extraordinary examples of compliance work 
of an integrated department has been found in Colorado during 
the last eighteen months. The delinquency ratio under the sales 
and service tax laws, for example, has declined from an average 
of 36 per cent in fiscal 1939, 27 per cent in fiscal 1940, and 26 per 
cent in fiscal 1941 to 4 per cent by the end of calendar 1942—18 
months after the integrated department took over. 
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the last, the experience of the United States Treasury 
Department’s collectors of internal revenue is a per- 
vasive example of the economical field work needed. 


Auditing Economies ** 


There are two phases of tax return verification 
work: office audits and field audits. With regard to 
the former, remarkable savings are possible as a con- 
sequence of unification and integration of revenue 
administration. These lie in two areas. In the first 
place, much of the work of auditing any tax return 
is verification against another kind of record; and 
such work can be more largely reduced to a clerical 
basis in a closely integrated department than in a 
series of scattered independent units, because, among 
other reasons, it is possible with a large volume and 
a variety of tasks to handle several low-paid employees 
under one supervisor. An example is found in check- 
ing income tax returns of utility corporations against 
property tax records. The same problem arises if 
income tax returns are checked ‘against those sub- 
mitted to the Bureau of Internal Revenue. The skilled 
auditor, in either case, will use clerks to make the 
routine check and will himself examine only the re- 
turns showing discrepancies. The second, and the 
more pervasive, advantage of integration in office 
audits is found in the possibility of cross checking 
between documents filed incident to handling different 
tax measures. The possibilities actually exploited by 
certain states along this line alone are sufficient reason 
for unifying all state tax work.** It is necessary in 
order to secure maximum results that integration be 
rather complete. In New York State several years 
ago, for example, it was reported *° as to the tax de- 
partment that “Certain bureaus have in their pos- 
session information which would be of value in 
equalization; others are required to collect informa- 
tion which would facilitate the audit of personal and 
corporate tax returns. Because of the failure of the 
bureaus to cooperate these resources are being largely 
wasted.” 76 

The same method applies in principle to field audits. 
In Utah, the state which has gone furthest in this 
work, the income, sales, and gasoline tax audits are 





23 This point is emphasized in Commission of Inquiry into Pro- 
vincial and Municipal Taxation (Saskatchewan), Report, 1936, p. 
164. In Martin, Cost and Efficiency of Tax Administration, U. S. 
Treasury Department, Part IV, intergovernmental applications are 
developed. 

* Walter W. Heller, ‘‘Selected Problems in State Income Tax 
Administration,’’ Proceedings, National Tax Conference, 1941, pp. 
568 ff., gives an admirable account of work in progress along this 
line in such states as Delaware and Utah. 

2 Philip H. Cornick and others, Assessment and Equalization of 
Real Estate for Taxation in New York, Memorandum No. 3, a re- 
port to the New York Commission for Revision of the Tax Laws, 
1932, pp. 50-51. 

7% The New York State Commission for Revision of the Tax 
Laws, Report, 1932, Part I, p. 16, recommended that ‘‘the several 
bureaus in the Department of Taxation and Finance be so inte- 


grated as to increase cooperation in the use of available information 
and personnel.”’ 
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all made in one visit to the oil company office. More 
accurately, one audit is made for all these purposes; 
and that means that the petroleum concern is called 
on to entertain one auditor for a trifle longer instead 
of making way for three auditors, usually at three 
different times. Colorado and North Carolina have 
similarly integrated sales and income tax audits. 
Kentucky unifies property, income, and death tax in- 
vestigations in the case of decedents and their personal 
representatives. In general, Kentucky is doing more 
and more property and income tax audits jointly. 
However, the possibilities along this line are only 


beginning to be exploited ** in even the best admin- 
istered states. 


Integration and the Problem of Turnover 


The integrated department in operation suffers from 
personnel turnover both more and less than the older 
type state tax administration structure. The type of 
turnover which is peculiarly difficult for a closely 
integrated tax department is the wholesale replace- 
ment with changes in governors which at one time 
characterized the political practices in almost all 
states. When there is no contingent of skilled per- 
sonnel at all points in the administrative picture, the 
danger to success is tremendous. (It may be some 
comfort that no tax department is operating efficiently 
and economically when it is managed by entirely new 
personnel.) Fortunately for fairness in tax practice 
the old habit of discharging tax department employees 
when administrations change has all but disappeared 
in many states. Political leaders have learned they 
cannot afford the luxury. 


At the same time, the integrated tax administration, 
though more vulnerable than the disintegrated to 
wholesale turnover, is much less vulnerable to the 
kind of turnover that is essential in modern govern- 
ment, for example, replacement of the head of a depart- 
ment when the people repudiate the governor who 
appointed him ** or recruiting to fill vacancies from 
resignations. In the integrated department it is rela- 
tively easy to initiate a new department head, because 
the plan can be designed to economize skillfully at 
other points in the use of technical knowledge. It is 
not unusual, for example, that an assistant or deputy 
is familiar with the entire department and its operation 





7 It must not be inferred that all auditing work can invariably 
be economically combined into one operation. Some investigations 
are too time-consuming and non-technical to justify having an 
income tax examiner spend his time on them. This fact only 
emphasizes the need, however, for unified management of all field 
audits. Cf. H. Clyde Reeves’ remarks in Revenue Administration: 
1942 (Proceedings, National Association of Tax Administrators), 
p. 40. 

*3In Michigan, the Commissioner of Revenue is a civil service 
man. But cf. Walter F. Reddy, ‘‘Integration of Michigan’s Tax Col- 
lecting Agencies,’’ Revenue Administration—1942 (Proceedings, Na- 
tional Association of Tax Administrators), pp. 37 ff. In some of the 
other states, tax board members having administrative duties retain 
office even though the people change their political policy. 
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—sometimes, in fact, more familiar than is the depart- 
ment head who is responsible for over-all policies. In 
the replacement of workers one at a time, also, the 
integrated department is better placed to minimize 
turnover loss than is the unconsolidated, disintegrated 
agency, mainly because each task in the modern de- 
partment is operated by a specialized group; and there 
is, in case one person is replaced, a contingent of 
skilled people with whom the recruit will work. This 
arrangement is possible in connection with independ- 
ently administered income tax audit work, with cer- 
tain income tax office tasks, and with sales tax 
administration in general; it is not feasible in the case 
of most of the other tax administration work carried 
on in states which divide the job among several depart- 
ments or divisions operating separately. 

Thus, on the whole, the integrated agency suffers 
much less than its competitor from changes in depart- 
ment heads and from such turnovers as are taking 
place incident to the war. 


II. Conclusion 


The evidence presented from various states shows, 
not only that an integrated arrangement in practice 
has proved a convenience to taxpayers, but also that 
it is a means toward greater economy and efficiency. 
States which have consolidated and knit together their 
tax administration machinery find from operating sta- 
tistics that on the whole they are able to collect more 
revenue from taxpayers whose legal obligations re- 
main unchanged; they are able to gather this revenue 
at lower money cost and materially reduced friction 
with taxpayers and the general public; and they em- 
ploy fewer persons in doing the work. 

These additions to efficiency and curtailments of unit 
costs are easily explained if one studies tax work in 
many states, the Federal Bureau of Internal Revenue, 
and the tax administration agencies of other countries. 
The primary reasons for efficiency and economy under 
a unified and integrated management are as follows: 


(1) Such a plan makes it possible to economize in 
the use of specially trained and experienced adminis- 
trators, accountants, attorneys, statisticians, and other 
expert personnel ; 

(2) The plan makes possible greater use of assem- 
bly-line techniques of handling routine tasks and con- 
sequent increases in the productivity of clerical workers ; 


(3) The plan contributes toward increased control 
of all tax administration activity because it renders 
cross-checks more uniform and effective ; provides re- 
ports and records constituting efficient management 
tools ; and makes possible maximum use of workers at 
points where most work is to be done—points which 


inevitably vary at different times of the month and 
of the year; 
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(4) The plan means that tax administrative policy 
can be unified, so that tax laws will be so applied as 
to cause a minimum of discrimination ; the personnel 
charged with tax functions will be afforded a real 
chance to do their work effectively because they will 
be called on to do nothing but tax administration ; 
and taxpayers will be uniformly served through pre- 
scription of time-saving forms, employment of a re- 
duced number of reports, provision of better facilities 
for securing tax information, and development of other 
similar uniformities ; thus, 

(5) The plan will contribute to better compliance 
with revenue legislation and to more effective collec- 
tion—both at lower cost, especially for travel; and 

(6) The plan will render auditing more effective 
and economical, whether in the office or in the field. 


Washington Tax Talk 
(Continued from page 396) 

In a subsequent drive, and during the four months 
in which there are no war loan drives, through pay- 
roll savings and other continuing sales, we will aim 
to get the rest. I don’t believe this is an impossible 
job for the American people. The incomes received 
by all of us will be so much greater than the sum 
total of all the things that we can buy that money 
will be at hand to purchase the necessary bonds and 
still pay taxes, life insurance, mortgage obligations, 
doctors’ bills, and to make all the rest of the neces- 
sary expenditures. 

As Secretary of your Treasury, I can only tell you 
how much money is needed; I can only lay the figures 
before you frankly and honestly. The rest is up to 
you. I must depend upon your own recognition of 
your responsibilities. The very fact that you are free 
to lend according to the dictates of your conscience, 
that no stormtrooper comes swaggering into your 
kitchen to demand your money—the very fact that 
you are free adds the more weight to your 
responsibility. 

We know now what this war is going to cost this 
year. We know about how many planes and tanks 
and ships we'll need. We know approximately how 
many men we will have in our armies and how much 
equipment we'll have to provide for them. 

We know those things because our days of guess- 
work are over. We know exactly what we are going 
to do and how we’re going to do it. From now on, 
we are going to do the planning—and the attacking. 
And I fervently hope that we can continue to work out 
our financing plans together and keep them on a vol- 
untary basis. But, in the final analysis, that is up to 
you—the American people.” 
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Renegotiation of War Contracts 


(Continued from page 384) 
Physical Plant 


Describe the area and ownership of the plant prior 
to the war and at present. Point out that Govern- 
ment ownership of plants through Defense Plant 
Corporation still leaves the management with the re- 
sponsibility of protective custody, accounting, and 
supervision which is by no means a light burden. If 
plant is partially company-owned and partially leased 
from the Government, bring out practical possibility 
and cost of converting company-owned portion to an 
integrated unit after the war. Circumstances may be 
such that it will be impossible to operate the original 
plant after the war without large additional plant 
investment. 


Management Responsibilities 


Discuss the efficiency of management, who the top 
men are and why they are doing a better than average 
job. Point out the conservative attitude of manage- 
ment in making expenditures. For example, mention 
might be made of the shrinkage in advertising and 
other selling expense. 


Discuss the increase in personnel in the war period, 
difficulties of obtaining and training personnel, neces- 
sity for training supervisory personnel as well as 
labor. Mention ratio of skilled labor to unskilled 
labor, etc. Mention extent to which such training 
costs were absorbed in overhead in a period when the 
contractor was operating on fixed price contracts. 


Discuss the risks of management such as material 
shortages, priorities, changes in specifications, lack of 
company experience in manufacturing the war prod- 
uct, effect of weather conditions, etc. 


War Business 


The products manufactured during the war period 
should be clearly stated together with the relation of 
such products to pre-war business. Compare the cur- 
rent Government business with the current volume of 
commercial business. The extent of prospective fur- 
ther curtailment of commercial business should be 
brought out. In distinguishing between Government 
business and commercial business, such distinction 
should be made upon the basis of end use, to the ex- 
tent that it is possible. 


Quality of Product 


Furnish data to show why product manufactured 
is of better quality or suitability than competitive 
product. Furnish extracts from testimonials of qual- 
ity if available. 
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Production Achievements 


Discuss the time required to convert from commer- 
cial business to war business together with delays 
which were not the fault of the company. State the 
extent to which delays in obtaining production mate- 
rial or changes in Government specifications hampered 
production achievements. 

Discuss the difficulty of obtaining personnel and 
effect of physical location of plant, local living condi- 
tions, etc. Mention labor troubles, if any, and efforts 
of the company to improve industrial relations 
through welfare work, improvement of local condi- 
tions, vacation allowances, etc. The problems and 
cost of training personnel during the war period 
should be discussed. 

The general rule is that a contractor with a small 
number of sub-contractors is entitled to a higher mar- 
gin of profit than otherwise would be the case. How- 
ever, this viewpoint can be offset somewhat by a 
discussion of the assistance given to sub-contractors 
through field service, loaned equipment, loaned per- 
sonnel, supervision, etc. 

In some cases, a comparison of production and 
quotas by months will be helpful. If the over-all pic- 
ture is favorable, the monthly differences between 
production and quotas might be shown cumulatively 
to avoid showing red figures in low production months. 

If the company has received an Army and Navy “E” 
or has definite prospect of obtaining one, that fact 
should be mentioned. The award of an “E” is not 
based on one accomplishment but takes into consider- 
ation quality of product, production obstacles sur- 
mounted, continuity of operation, labor standards, 


health protection, training and use of sub-contracting 
facilities. 


Voluntary Refunds 


Discuss in detail any cash refunds to the Govern- 
ment or any rights to reimbursement waived by the 
company. In discussing rights waived, ascertain that 
such waiver is a positive commitment with the con- 
sent of the management. 


Cost Reduction 


The Board will give credit for improvements in 
efficiency through cost reductions. Cost reductions 
should be divided into two groups—material savings 
and labor savings. 

Statistics of savings in material might be stated 
as average monthly per unit consumption of direct 
material. Savings accomplished through instituting 
a Salvage and Reclamation Program should be stated, 
especially the effect of such program on strategic 
materials. Also mention aid furnished to the war 


effort through prompt sale of surplus materials to 
other contractors. 
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Labor statistics should be stated in terms of 
monthly average of labor hours per unit produced. 
Where savings are attributable to changes in process, 
or manufacturing method, the facts should be 
emphasized. 

Bear in mind that savings shown by company rec- 
ords may be shadowed by a better picture shown by 
competitors, or manufacturers in a similar industry. 

Certain costs, such as personnel training, may have 
been charged to overhead while the company was 
producing under fixed price contracts and that condi- 
tion may have effected a reduction in overhead charged 
to Cost-Plus-A-Fixed-Fee contracts. 


Assistance to the Government 


Discuss any existing contracts which are executed 
at no fee or profit. Point out that no profit contracts 
are frequently “loss” contracts because of disallowed 
costs. 

List the pertinent patents held by the company and 
state the extent to which they have been made available 
without cost to the government or other contractors. 

There may have been unpatentable ideas which 
have been disclosed to others with resulting aid to the 
war effort. Co-operation may have been given to 
other contractors by permitting them to study certain 
parts of the company operations. 


Post-War Readjustment 


The cost of converting to war production was an 
allowable cost, and the cost of conversion to peace- 
time activities should be considered in determining 
the reasonableness of profits. 

It has been said that post-war rehabilitation in- 
volves such tremendous cost that it cannot be con- 
sidered in renegotiation and that government aid will 
be extended after the war for that purpose. Such cost 
is an ordinary and legitimate part of the cost of the 
war and should be adequately provided for at this 
time. Obviously, any corporation, like the man on 
the street wants to be self-supporting. 

Likewise a sinking fund should be provided for 
personnel adjustments. A company will want to try 
to avoid putting war employees on the street without 
at least payment of dismissal wages. 

Working capital will be required to convert to 
peace-time activities and to tide the company over the 
possible long period of settlement of claims against 
the government. 

It might be appropriate to discuss the potential 
markets of the company after the war as compared 
with pre-war conditions. It may be that present high 
production of the company will so flood its market that 
it will have no potentiality in the few years immediately 
following the close of the war. Bring out the extent 
to which scientific discoveries after the war may affect 
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demand for product. State the extent to which the 
company has been able to make plans for post-war 
activities. 


Contingent Losses 


The company should list the contingencies to which 
it is presently subject as well as those to which it may 
be subjected at the close of the war, such as patent 
infringements, litigation, dismissal wages, product 
warranties, accrued maintenance expense, etc. 

In a cycle of rapidly increasing profits, the absorp- 
tion of New York Franchise Tax in Profit and Loss 
is nearly two years behind. For example, the New 
York Franchise Tax leased on 1941 income is being 
charged to Profit and Loss in the period from Novem- 
ber 1, 1942 to October 31, 1943. On this basis, a con- 
tingent liability exists at December 31, 1942 for 10/12 
of the Franchise Tax based on 1941 income and all of 
the Franchise Tax based on 1942 income. 

The Renegotiation Act provides that expenses 
and/or deductions to be recognized in determining 
reasonable profits are those which are recognized as 
allowable deductions for Income and Excess Profits 
tax purposes. The Income Tax Law does not permit 
the deduction of a Provision for a Contingency Re- 
serve. However, it does provide that Operating 
Losses shall be retroactively offset against profits of 
the two preceding years. Accordingly, in determining 
the reasonableness of profits of the close of a given 
fiscal period, consideration should be given to the 
Operating Losses which might be sustained in suc- 
ceeding years if the war should terminate. 

The Income Tax Law further provides that Emer- 
gency Facilities so certified by the Secretary of War 
shall be amortized over the five years succeeding the 
date of completion of the facilities. If the emergency 
is terminated by proclamation before the expiration of 
the five year period, the amortization would be redis- 
tributed over the period from the date of completion 
of the facility to the termination of the emergency. 
Accordingly, the profits should be reduced by the un- 
amortized portion of the cost of Emergency Facilities 
at the close of the fiscal period. 

Amortization was allowed to contractors to induce 
them to invest their money in plant expansion. Such 
amortization can be beneficial to a company only when 
there are adequate profits to absorb the same. If 
the Government is not to allow sufficient profits to 
absorb amortization, the contractor is seriously dam- 
aged by the adoption of an inconsistent position by 
the Government. 


Business Cycle 


The Renegotiation Act as originally proposed, con- 
templated the renegotiation of profits on individual 
contracts. The method of approach was subsequently 
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changed to renegotiate profits for a fiscal period, 
usually the fiscal or calendar year of the company. 
The renegotiation of profits for each of several years 
separately is unjust in that it does not give considera- 
tion to the profits cycle. The effect of such procedure 
is to level the “peaks” in the cycle and give no consid- 
eration to the “valleys” in the profits cycle. The state- 
ment above is particularly true with respect to a 
company which has manufactured the same product 
before and during the war. 


Conclusion 


The closing section of the statement should be short 
and “punchy,” highlighting the facts disclosed in the 
letter. 

After an agreement has been reached as to the 
amount of excessive profits, consideration must be 
given to the source of the funds to make the refunds 
and the effect on working capital. Installment pay- 
ments may be arranged in cases where the company 
has only limited liquid assets. It is believed that the 
men involved in negotiations on behalf of the Gov- 
ernment have a thorough and sympathetic knowledge 
of the complex problem involved and will co-operate 
to the best of their power. 


rene re 


Pay-As-You-Go, Civil War Style 
(Continued from page 377) 

ness ventures; and only certain specific corporations 
such as railroads, canals, and insurance companies 
were required to withhold taxes when dividends and 
interest were paid. Hence if a man received deduction 
benefit of the $600 personal exemption when the salary 
tax was collected, it could not be duplicated when 
other income was listed for the annual assessment. 
Furthermore, as a two-step graduated system was in- 
cluded in both the 1862 and 1864 income tax acts, 
should a man’s income from all sources exceed $10,000 
in 1862-1863 five per cent was levied on the excess, 
while in 1864-1866 on amounts exceeding $5,000 ten 
per cent was levied. Under the Victory tax a similar 
problem will be ours for later consideration. We who 
enjoy an American paycheck every time we receive 
it are reminded that if through war it has increased 
through the same medium taxation demands more; 
and if we should have othe- income, not decreased 
through a withholding tax, soon after the close of the 
year we must recapitulate our Victory tax liability 
and remit additional sums. 

In 1862-1870 our grandfathers experienced the with- 
holding provisions of an income tax system, collection 
at the source continuing until August 1, 1870 as pro- 
vided under the Act of July 1, 1870. All interested 
parties were then informed by the Commissioner of 
Internal Revenue that all “officers and employees of 
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the United States will be paid the entire amount of 
their salary or compensation for services rendered, 
without any deduction for account of Internal Rev- 
enue tax, but will be required to account for the same 
in their annual income tax returns.” ® 

In the entire Civil War Internal Revenue where a 
fiscal policy of “whenever you find an article, a prod- 
uct, a trade, a profession or a source of income, tax it” 
prevailed, the salary tax was perhaps the most suc- 
cessful and caused the least trouble. There being no 
general reporting system whereby the Internal Rev- 
enue was informed of commissions received or of specu- 
lative profits, assessed income taxation experienced 
extensive evasion or avoidance as reflected in the 
1862-1872 Press or through the intent of certain Treas- 
ury decisions. Barring certain experiences with prize 
money income or extraordinary levies as summarized 
salary taxes received no dispensations.® From Sep- 
tember 1, 1862 to June 30, 1863 at a three per cent rate 
$696,181.71 was collected on a Union Government 
payroll of $23,206,057, while for the succeeding full 
fiscal year $1,705,124.63 was received by the Treasury 
from this source. While the rate increased to five per 
cent on June 30, 1864, as disclosed by the 1865 and 
1866 collections of $2,826,491.82 and $3,717,394.69 re- 
spectively, the Union Government payroll also in- 
creased, the evolutionary processes of war bringing 
an enlarged Federal personnel.*® Other than an ex- 
panding Army and Navy new agencies of government 
destined to continue were inaugurated. An Internal 
Revenue which in 1866 cost $7,689,700.46 to administer 
while collecting $310,906,984.17 had returned to 
America, a national banking system and an engraving 
bureau established, a postal system enlarged, and a 
new department to encourage agriculture met ap- 
proval. Hence our first successful salary withholding 
tax when allied with an increasing Federal personnel, 
provides a basic means of comparison with our current 
levies now directly influencing the nation’s paycheck. 





8 Circulars and Specials, 128. 

®* John Sherman’s speech ‘‘Receipts and Expenditures’”’ given in 
the Senate May 23, 1870, in the opinion of your writer provides 
the finest affirmative presentation of income taxation principles 
ever expounded in America. See, Selected Speeches and Reports 
on Finance and Taxation, by John Sherman. D. Appleton and 
Company, New York, 1879. 

See Table E, Annual Report of the Commissioner of Internal 
Revenue for 1872. Government Printing Office, 1872. 
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A War Increment Tax 
(Continued from page 380) 

to penalize increases that merely raise a person’s in- 
come towards or up to a modest living wage—even 
though this blessing has indeed resulted from the 
sardonic accident of war. Second, it would hardly be 
helpful to grant so niggardly an exemption as seriously 
to impede the shifting of labor power (through wage 
incentives) from jobs and occupations of lesser, to 
those of greater, importance for the war effort. Thirdly, 
administrative convenience and public acceptability 
would suggest that the great mass of small fry, who 
have just now been introduced to the unfamiliar realities 
of the income tax, be disregarded. Concentration on 
the medium and big gainers would be putting the 
emphasis where it properly belongs; and would, inci- 
dentally, facilitate the task of increasing the current 
rates in the lower brackets of the regular income tax, 
should that be indicated. 

A scale of exemptions generously observant of these 
considerations might be as follows: $2,500 for an indi- 
vidual, plus $1,000 for wife, and $750 for each child 
and other dependent. Thus a single man without 
dependents would be allowed a basic exemption of 
$2,500; and a married man with two children, $5,000. 
(The relative weight attached to revenue-producing 
considerations would guide whether these exemptions 
are too high or too low.) The increment tax would 
not affect income up to these figures; but would apply 
only to that portion of war-increased income over and 
above the exemption. 

For example, taking the case of a married man with- 
out dependents (exemption of $3,500). If his 1941 
income * had been $2,000 and his 1943 income reached 
$3,500, he would be totally exempt, despite his $1,500 
increase. If his 1941 income was $2,800, but in 1943 
reached $4,300, he would be subject to a tax on $800 
of the increase (i. e., $4,300 minus $3,500). If, however, 
he had received $3,500 in 1941 and his 1943 income 
attained $5,000, he would be taxable on the entire 
$1,500 of increase. 

(b) Further, as a kind of increased-cost-of-living 
compensation, it might be advisable to allow a 10 per- 
cent “credit,” on the order of the “earned income 
credit” now granted in connection with the normal 
income tax. The maximum credit permissible should, 
however, be strictly limited: to $1,000 for instance. 
Thus, in the case of the last illustrative case in the 
preceding paragraph, the man would be permitted a 
credit of $500 (10 percent of $5,000) ; and, accordingly, 
he would actually be taxed on only $1,000 of his income 
increase. But if a man’s income were over $10,000, 





Privilege of option of 1940 or the average of 1940-41 as his base year. 


WAR INCREMENT TAX 


*To take care of unusual cases, the taxpayer might be given the 
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he would be entitled to a credit of only $1,000, though 
that amount would be less than 10 percent. 

(c) Ethically, the government would be justified in 
levying an increment tax of 100 percent: that is, 
confiscate the entire amount of war-time increase in 
the taxpayer’s income. A confiscatory tax, however, 
would likely be considered unwise, unappealing, im- 
practicable, and too indiscriminate. Nevertheless, the 
rate could still be made quite stiff, especially if the 
ameliorating features sketched in (a) and (b) above 
were incorporated. 

It is suggested that the rate be as follows: 50 percent 
on the first $5,000 of taxable increment, and 70 percent 
on all over $5,000. Rates this high, especially as 
magnified and reinforced by the additional exactions 
of the regular income tax, would be sufficiently steep 
to implement adequately the basic rationale of the tax. 
Indeed, these rates plus the regular income tax, would, 
by covering all types of income, broadly attain the 
objectives of the “salary limitation” idea more com- 
pletely than the Congressional revision of Executive 
Order No. 9250. In the high brackets, the Treasury 
would, in effect, leave the taxpayer little more than a 
token of his war gains. 

The following two examples, of married men with two 


dependent children each, will briefly illustrate how the rates 
would operate. Example A had a 1941 income of $3,000, and 


Substantial Adverse Interests 


(Continued from page 386) 

was held that where the wife had a substantial adverse 
interest the trust income was not taxable to the 
grantor since the trust instrument contained no pro- 
vision enabling fewer than all of the trustees to exer- 
cise their authority. It was held that, where there is 
more than one trustee and no contrary intent is ex- 
pressed in the instrument, the general rule as to dis- 
cretionary powers as stated in the Restatement of the 
Law of Trusts that action by all trustees is necessary 
was applicable." 





21 Childs, 44 BTA 1191 [CCH Dec. 12,030]. 















The Relief Provisions of The Excess 
Profits Tax Law 
The following issues of TAXES—The Tax 
Magazine carry helpful articles on the technical 
provisions of section 722 of the Internal Reve- 
nue Code. 


“The Relief Provisions of The New Excess 
Profits Tax Act” by Merle H. Miller.— 
April, 1943 

“Relief and Renegotiation” by Gustave 
Simons.—May, 1943 
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$7,500 in 1943; B had $8,000 in 1941, and $24,000 in 1943. (In 
both we assume, for sake of simplicity, that the figures repre- 
sent “Salaries and other compensations for personal services,” 
after lawful deductions.) 


Example A Example B 














1943 Income — $24,000 
1941 Income .... ...€ 3,000) 8,000 
BO INNO ones ks So kcckceddendsc. 5,000 (irrelevant) 
Gross Available Increment Ss | $16,000 
ie. os Saag. ina eehearga canara pee 750 1,000 
Net Taxable Increment............ .. $1,750 $15,000 
Increment Tax 
(50% on first $5,000, plus 70% on 
NN ooo 5 3. oes ow ceed $ 875 $ 9,500 


It will be of interest further to refine these illustrations by 
computing the additional regular income taxes of the two 
{using 1942 rates): 











A B 
1943 Income pias $7,500 $24,000 
Less Increment Tax... 875 9,500 
Net Income ....... ... $6,625 $14,500 
I TE: os wd aeeeve bined eee . $ 243.15 $ 672 
Surtax ..... 725.00 2,876 
Total Regular Income Tax.......... $ 968.15 $ 3,548 


Thus, with the increment tax in effect, A will pay a total tax 
of $1,843.15 (that is, $875 + $968.15) on his 1943 income of 
$7,500: or just under 25% on the gross. This compares with 
$1,191 he would have to pay under the regular income tax 
alone, were the increment tax not in effect (wherein the net 
income, of course, would not be affected by deduction for 
increment tax)—or just under 16% on the gross. 

For B’s part, with the increment tax in effect, the total tax 
similarly would be $13,048 (or just under 55% on the gross), as 
compared with $8,234 (or just under 35% on the gross) under 
the income tax alone, without increment tax. 

Further computation reveals—for A, the increment tax 
would net 26% of his war-time income increase (over and 
above the basic exemption), beyond what he would have had 
to pay under the regular income tax alone. (Subtract $1,191 
from $1,843, and divide by $2,500.) In the case of B, the 
similar figure would be 30% ($13,048 minus $8,234, divided 
by $16,000). 

At the same time, these rates would not be so 
excessive as to prevent individuals from accomplish- 
ing some upward readjustment in their economic situa- 
tions during the war. Moreover, rates which thus fall 
reasonably short of expropriation would reflect some 
concession to those who argue that we cannot now 
afford to abolish the profit incentive; and would also 
recognize, in a rough and administratively practicable 
way, that at least part of the income increase of some 
individuals is probably due them even in a desperate 
total war, as compensation for superior social service. 

This, then, is the war increment tax—the more 
easily administered personal counterpart of the cor- 
poration excess profits tax. It would appear to be an 
invaluable and uniquely justifiable complement to the 
present array of tax measures; a staunch ally of the 
authorities who are trying to hold the domestic fronts. 
Exploiting a rich and particularly eligible source of 


war-created money, it could be a fecund revenue pro- 


TAX ES—The Tax Magazine 


July, 1943 
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ducer, with a rare minimum of hardship and a maxi- 
mum of fairness. It is proposed only as an emergency 
measure, lasting only so long as the war lasts—while 
millions of the nation’s finest men are in the armed 
services, insulated from the financial opportunities of 
present civil life. 


Washington Tax Talk 


(Continued from page 393) 

Narcotics and marihuana, various types of edible 
oils, leased wires, electric signs, excess profits on 
Navy vessels and Army and Navy aircraft are some 
of the classifications of revenue sources which keep 
the Government operating. 

But most familiar to most citizens are those taxes 
he pays on such commodities as playing cards, gaso- 
line, telephone service, admissions and transportation, 
plus his income and Victory taxes. And in the col- 
lection of all of these women have a hand. 


In fact, there are very few places, according to In- 
ternal Revenue officials, where women are not, and 
should not be, employed. For instance, there will 
probably never be any women investigators of viola- 
tion of Federal liquor laws or special agents whose 
jobs make it necessary to investigate operation of 
“moonshine” stills or to work in those sections of 
large cities where the criminal element is large. 


Nor are there any women junior inspectors whose 
job it is to visit places where liquor is sold either by 
the drink or the bottle, such as bars and night clubs. 
But the Bureau says this is not one of the “impos- 
sible” jobs for women. 


Women have been employed as storekeeper gaugers, 
a job which took them into distilleries inspecting 
vauges and connections. But some didn’t like the 
work and resigned. 

In the Bureau at Washington there is a draughts- 
woman who, from rough sketches or photographs, 
supplemented by verbal descriptions furnished by 
specialists or technicians, prepares illustrations for 
field manuals and regulations relating to the produc- 
tion of alcohol. She also makes drawings and charts 
showing the various production processes of fermen- 
tation and distillation and also prepares drawings 
of radio sending and receiving sets used in enforce- 
ment activities. 
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Digest of Articles on Taxation 
(Continued from page 400) 


is income to the lessor in the year when he 
acquires them, led to the enactment of a 
provision in the new Act excluding such 
value from the income of the lessor, but 
allowing lessors who had previously been 
taxed upon it to include it in the “cost” of 
the property if subsequently sold. 


The new law excludes from gross income 
recoveries of previously deducted bad debts 
and taxes to the extent that the prior deduc- 
tion did not result in an income tax benefit 
in the year of the deduction. 


According to the new Act, alimony paid 
by a husband periodically to a wife from 
whom he has been divorced or legally sep- 
arated, is deductible by him and taxable to 
her. If a trust has been created by the hus- 
hand for the purpose of supporting his for- 
mer wife, the income is not included in his 
gross income but is included in hers. 


The new Act allows all expenses incurred 
in the production and collection of income 
or in the maintenance of income producing 
property to be deducted, provided the in- 
come is taxable. This amendment is retro- 
active to the beginning of 1939. 


With respect to bad debts not arising out 
of a trade or business, the new law restricts 
rather than extends the rights of the tax- 
payer. A non-business bad debt can be 
charged off only if wholly worthless, and 
then it is subject to the provisions of law 
limiting the deduction of capital net losses. 
Under the new law (retroactive on this 
point to the beginning of 1939) the loss from 
a debt may be deducted in the year in which 
the debt actually becomes worthless. 


A new class of personal expense is made 
deductible for the first time by the new Act, 
though subject to strict limitations, namely 
medical expenses incurred by a taxpayer for 
himself, his wife, and his dependents, but 
only to the extent that such expenses ex- 
ceed five per cent of his net income, are not 
covered by insurance, and do not exceed 
$2500 in the case of husband and wife or the 
head of a family or $1250 in the case of 
other individuals. 


In the prior law it was provided that even 
in the case of a taxpayer on a cash basis, 
all income accrued up to the date of his 
death was subject to income tax for the 
period from the beginning of the year to the 
































































Light of the New Regulations 


made. 












tioned in the regulations. 


Conclusion 





8 Miller, 
TAXES, April, 1943, pp. 229-30. 


General Excess Profits Relief in the 


(Continued from page 367) 
sent, even though a final determination has not been 
Even where the constructive income of the 
taxpayer has been finally established, it may be nec- 
essary to re-establish it in a number of instances men- 


The adequate preparation of applications for relief 
must still, as another writer has rightly observed, de- 
pend upon the ingenuity of taxpayers and of their 


“Relief Provisions of the New Excess Profits Tax Act,’’ 


DIGEST OF ARTICLES ON TAXATION 


date of his death. The new Act provides 
that such income shall instead be included 
in the taxable income of the persons actually 
receiving it by inheritance or survivorship. 


No part of the income tax law has caused 
as much difficulty and has suffered so many 
changes as that which related to gains and 
losses arising from the sale or exchange of 
capital assets. The system of taxing capi- 
tal gains, 1942 style, in the case of individ- 
ual taxpayers, is first to divide capital gains 
and losses into short-term and long-term 
gains and losses; ownership for six months 
being the dividing line. Only half of the 
net long-term capital gain or loss is taken 
into account; short-term capital gains and 
losses are fully taken into account. Any net 
short-term capital loss must first be applied 
to reduce any net long-term capital gain; 
and the excess, if any, may be applied against 
ordinary income, not to exceed $1000, and 
the balance may be carried forward to suc- 
ceeding years. 

If the net long-term capital gain exceeds 
the net short-term capital loss, the taxpayer 
first computes his tax at the regular rates, 
including one-half of such excess in ordi- 
nary income. He then computes an alterna- 
tive tax, consisting of a tax upon his ordinary 
net income at the regular rates, and adds 
50 per cent of the excess of his net long- 
term capital gain over his net short-term 
capital loss. He may select the method which 
produces the lower tax. The deduction al- 
lowed a taxpayer for both long and short-term 
capital gains and losses cannot exceed the 
aggregate of his long and short- term capital 
gains, plus $1000. There are provisions for 
carrying over the balance of the deduction 
to succeeding years. 


The Victory Tax is a temporary one, ex- 
piring at the beginning of the first taxable 
year commencing after the cessation of hos- 
tilities in the present war. Victory Tax 
gross income is the same gross income as is 
used for income tax purposes, except that 
capital gains and interest on government 
bonds exempt from normal income tax are 
excluded. The deductions from gross in- 
come on which Victory Tax net income is 
determined are, however, less liberal to the 
taxpayer than those allowed for ordinary 
income tax purposes, since in general they 
exclude certain personal expenses allowed 
under the income tax law and are limited 
to expenditures incurred in connection with 


Taxpayers would 





411 








a trade or business or at least in connection 
with the production of income. 


The rate of tax on Victory net income is 
not progressively graduated, and this tax is 
added to the income tax of taxpayers sub- 
ject to that tax without any credit or deduc- 
tion. In the case of wages and salaries paid 
to employees, the employer is required to 
withhold the Victory Tax from the amount 
paid and to turn over the amount withheld 
to the government quarterly. The amount 
withheld is five per cent of the wages or 
salary paid, less an amount based upon an 
annual deduction of $624, prorated in accord- 
ance with the length of the particular payroll 
period. If more is withheld than appears 
at the end of the year to be due, the excess 
may be applied to the income tax, if any, 
of the employee; otherwise, it will be re- 
funded. 


Corporations are made subject to two 
forms of taxation with respect to their in- 
come, an income tax and an excess profits 
tax. The income tax is in the form of nor- 
mal tax and surtax with progressively grad- 
uated rates as to each, but the progressive 
graduation reaches its peak at $50,000, with 
a combined normal and surtax of 40 per 
cent for income tax net income in excess of 
$50,000. The graduation is therefore merely 
a progressive exemption of the smaller cor- 
porations. The excess profits tax is not 
graduated with respect to rates; it absorbs 
90 per cent of the whole of excess profits 
tax net income. The excess profits net in- 
come is that portion of the net income which 
exceeds a certain return on invested capital 
(graduated, however, from eight per cent to 
five per cent inversely to the amount of in- 
vested capital) or. which exceeds the average 
net income of the corporation over a base 
period of the years 1936 to 1939 inclusive. 
There is a specific exemption of $5000 and a 
limitation of total income and excess profits 
tax to not more than 80 per cent of the 
corporate net income. A post-war refund of 
ten per cent of the excess profits tax of each 
war year is also authorized. 


Insurance companies have always been 
taxed upon their investment income only, 
and not on their income from premiums, and 
have been allowed certain specified deduc- 
tions. Under the previous law the largest 
of the deductions was three and three-fourths 
per cent of the “reserves required by law,” 


(Continued on page 415) 


counsel. The subject is new and largely unexplored. 


do well to begin work on their ap- 


plications well in advance of the filing deadline. Even 
then it will in many cases be necessary to take advan- 
tage of the privilege of later submitting detailed in- 
formation and data. 

The opportunities inherent in Section 722 should 
not be overlooked by any taxpayer, whether or not it 


has yet had to pay an excess profits tax. It should be 


remembered that 


higher than the 


years. 


the establishment of a credit based 


upon a constructive base period net income may be 
of advantage in future years, not only because it is 


usual credit, but also because it 


affords the benefits of carry-overs from previous 




























































































































































































































































































































































































































ALABAMA 
August 1—— 
Automobile dealers’ reports due. 
August 10—— 


Alcoholic beverage reports due from whole- 
salers, distributors and retailers. 

Automobile dealer’s reports due. 

Oil and gas conservation tax due. 

Tobacco use tax and reports due. 

Tobacco wholesalers’ and jobbers’ reports 
due. 

August 15—— 

Gasoline tax reports due from carriers, 
transporters and warehouses. 

Lubricating olls tax reports due from car- 
riers, transporters and warehouses. 

Motor carriers’ mileage tax and reports 
due. 

August 20—— 

Automobile dealer's reports due. 

Coal and iron ore mining tax and reports 
due. 

Gasoline tax and reports due. 

Lubricating oils tax and reports due. 

Motor fuel tax and reports due. 

Sales tax and reports due. 


ARIZONA 
August 5—— 
Alcoholic beverage reports due. 
August 15—— 
Gross income tax and reports due. 
Motor carriers’ taxes and reports due. 
Use fuel tax and reports due. 
August 25—— 
Gasoline tax and reports due. 
Motor fuel carriers’ reports due. 


ARKANSAS 
August 10—— 
Alevholic beverage tax and reports due. 
Franchise tax due. 
Natural resources purchase statement due. 
Natural resources severance tax and re- 
ports due. 
August 20—— 
Gross receipts tax reports due. 
Use fuel tax and reports due. 
August 25—— 
Motor fuel tax and reports due. 


CALIFORNIA 
August 1—— 
Beer and wine tax and reports due. 
Common carriers’ distilled spirits tax and 
reports due. 
Gasoline tax due. 
August 15—— 
Distilled spirits reports and tax due- 
Gasoline tax reports due. 
Personal income tax (second installment) 
due. 
Use fuel tax and reports due. 


August 20—— 
Motor carriers’ gross receipts tax due. 
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COLORADO 
August 5—— 
Motor carriers’ tax due. 
August 10—— 


Motor carriers’ reports due. 
Wholesalers’ alcoholic beverage 
due. 
August 14— 
Sales tax and reports due. 
. Use tax and reports due. 
August 15—— 
Coal mine owners’ reports due. 
Coal tonnage tax reports due. 
Service tax and reports due. 
August 25—— 
Gasoline tax and reports due. 


reports 


CONNECTICUT 
August 1—— 
Gasoline tax due. 
August 10—— 
Cigarette distributors’ reports due. 
August 15—— 
Gasoline and use fuel tax reports due. 
Motor carriers’ gross receipts tax due. 
Reports and fees due from corporations 
organized between July 1 and Decem- 
ber 31. 
August 20—— 
Alcoholic beverage tax and reports due. 


DELAWARE 
August 15—— 
Filling stations’ gasoline tax reports due. 
Manufacturers’ and importers’ alcoholic 
beverage reports due. 
August 31—— 
Carriers’ gasoline reports due. 
Distributors’ gasoline tax and reports due. 


DISTRICT OF COLUMBIA 
August 1 
Bank gross earnings tax due. 
Gas, electric and telephone company re- 
ports due. 
August 16—— 
Licensed manufacturers’ and wholesalers’ 
beer reports due. 
Licensed manufacturers’, wholesalers’ and 
retailers’ alcoholic beverage reports due. 
August 15—— 
Beer tax due. 
August 25—— 
Gasoline tax and reports due. 


FLORIDA 





August 10—— 
Agents’ cigarette tax reports for preceding 
month due. 
Manufacturers’ and dealers’ alcoholic bev- 
erage tax and reports due. 
August 15—— 
Gasoline sales, use and storage reports and 
taxes due. 
Transporters’ and carriers’ alcoholic bev- 
erage reports due. 
August 31 
Motor transportation company taxes and 
reports due. 
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GEORGIA 
August 19—— 
Cigar and cigarette wholesale dealers’ re- 
ports due. 
August 15— 
Malt beverage tax and payment due. 
August 20—— 
Gasoline tax and reports due. 


IDAHO 

August 10—— 

Beer dealers’ reports due. 
August—Second Monday—— 

Car and railroad company reports due. 
August 15—— 

Electric power company taxes and reports 

due. 
Gasoline tax and reports due. 


ILLINOIS 
August 10—— 
Motor carriers’ mileage tax due. 
August 15—— 
Cigarette tax reports due. 
Last day to make alcoholic beverage re- 
ports. 
Public utility reports and taxes due. 
Sales tax and reports due. 
Warehousemen’s alcoholic beverage _ re- 
ports due. 
August 20—— 
Gasoline tax and reports due. 
Oil production tax and reports due. 
August 30—— 
Transporters’ gasoline tax reports due. 


INDIANA 
August 15—— 
Carriers’ gasoline tax reports due. 
August 20—— 
Building and loan associations’ intangibles 
tax and reports due. 
Bank and trust company intangibles tax 
report and payment due. 
August 25—— 
Gasoline tax and reports due. 


IOWA 

August 1—— 

Last day to file corporation reports. 
August 10—— 

Beer tax and reports due from class A 

permittees. 
Carriers’ gasoline tax reports due. 
Cigarette vendors’ reports due. 


August 20—— 
Gasoline tax and reports due. 
KANSAS 
August 10—— 


Malt beverage tax and reports due. 
August 15—— 
Carriers’ gasoline tax reports due. 
Compensating tax and reports due. 
Motor carriers’ gross ton mileage tax and 
reports due. 
August 20—— 
Sales tax and reports due. 
August 25—— 
Gasoline tax and reports due. 
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KENTUCKY 
August 1—— 
Banks’, trust companies’, and real estate 
title insurance companies’ reports due. 


Corporation reports of stock-and bondhold- 
ers due. 


August 10—— 
Amusement and entertainment tax and re- 
ports due. 
Cigarette tax reports due. 
Refiners’ and importers’ gasoline tax re- 
ports due. 
August 15—— 
Alcoholic beverage reports due. 
Motor vehicle fuel (other than gasoline) 
tax and reports due. 
Passenger carriers’ mileage tax due. 
Public utility gross receipts tax and re- 
ports due. 
August 20—— 
Oil production tax and reports due. 
August 31—— 
Dealers’ and transporters’ gasoline tax and 
reports due. 


LOUISIANA 
August 1—— 
Public utility taxes and reports due. 
Wholesalers’ tobacco reports due. 
August 9——— 
Gas gathering tax due. 
August 10—— 
Importers’ kerosene tax and reports due. 
Importers’ lubricating oils reports due. 
Light wine and beer importers’ reports 
due. 
August 15—— 
Carriers’ gasoline tax reports due. 
Carriers’ kerosene tax reports due. 
Carriers’ light wine and beer reports due. 
Carriers’ lubricating oils reports due. 
Income tax (second installment) due. 
Intoxicating liquor manufacturers’ and 
dealers’ tax reports due. 
Wholesalers’ tobacco reports due. 
August 20-—— 
Dealers’ gasoline tax and reports due. 
Dealers’ kerosene tax and reports due. 
Fuel use tax and reports due. 
Light wine and beer manufacturers’ and 
dealers’ tax reports due. 
Lubricating oils tax and dealers’ reports 
due. 
New Orleans sales and use tax and re- 
ports due. 
Petroleum solvents reports due. 
August 31—— 
Last day to pay electricity generation, 
sales, and power use tax. 


MAINE 
August 10—— 


Manufacturers’ and wholesalers’ malt bev- 
erage reports due. 
August 15—— 
Use fuel tax and reports due. 
August 31—— 
Gasoline tax and reports due. 


MARYLAND 
August 1—— 


Bank share tax due. 


Property taxes assessed by State Tax Com- 
mission due. 


Utilities’ gross receipts franchise tax. 
August 10—— 

Admissions tax due. 
August 30—— 


Motor fuel purchasers’ cargo lot reports 
due. 


August 31—— 


Beer tax and reports due. 
Gasoline tax and reports due. 


MASSACHUSETTS 

August 10—— 

Alcoholic beverage tax and reports due. 

Meals tax and reports due. 
August 15—— 

Cigarette distributor’s tax and reports due. 
August 31—— 

Gasoline tax and reports due. 


MICHIGAN 





August 1 
Gas and oil severance tax and reports due. 





August 5—— 
Carriers’ gasoline tax reports due. 
August 10—— 
Common and contract carriers’ reports 
and fees due. 
August 15—— 


Last day to pay Detroit city taxes without 
penalty. 


Sales tax and reports due. 
Use tax and reports due. 

August 20—— 
Distributor’s gasoline tax and reports due. 


EXPANDS OR CONTRACTS 
WITH THE JOB 


McBee Keysort is both the world’s 


fastest 


card 


system and the most 


flexible. If the accounting job requires 


handling a million cards a day, or just 


a thousand, it’s all the same to Keysort. 


Trained operators are not required, and 


costly machinery or equipment is not 


needed. Ask the McBee representative. 


THE MfSBEE COMPANY 


295 Madison Ave., New York 








































































Gas and oil severance tax and reports de- 
linquent. 

August 31—— 
Last day to pay corporation privilege fee 
and make report. 

Reports of non-profit corporations due. 


MINNESOTA 
August 1—— 
Railroads’ leased freight car reports due. 
August 10—— 


Brewers’, manufacturers’ and wholesalers’ 
alcoholic beverage reports due. 
August 15—— 
Interstate motor carriers’ mHleage tax and 
report due. 
Railroads’ semi-annual gross earnings re- 
ports due. 
August 23—— 
Diesel fuel reports of sales and purchases 
due. 
Distributors’ gasoline tax and reports due. 
Special use fuel tax and reports due. 
August 25—— 
Report and tax of dealers in farm tractor 


fuel due. 
MISSISSIPPI 
August 5—— 
Factory reports due. 
August 10-—— 


Admissions tax and reports due. 
August 15— 
Gasoline tax and reports due. 


Manufacturers’, distributors’ and whole- 
salers’ tobacco reports due. 
Retailers’, wholesalers’ and distributors’ 


light wines and beer reports due. 
Sales tax and reports due. 
Timber severance tax and reports due. 
Use tax and reports due. 
August 31—— 
Foreign insurance companies’ semi-annual 
premiums tax and reports due. 


MISSOURI 

August 1 

Income tax (second installment) due. 
August 5—— 

Non-intoxicating beer permittees’ reports 

due. 

August 15—— 

Alcoholic beverage reports due. 

Gasoline tax reports due, 

Retail sales tax and reports due. 
August 25—— 

Gasoline tax due. 





MONTANA 
August 15—— 
Brewers’ and liquor wholesalers’ taxes and 
reports due. 
Electric company taxes and reports due. 
Gasoline tax and reports due. 
August 20—— 
Crude petroleum producers’, transporters’, 
refiners’ and dealers’ reports due. 
August 29—— 
Telephone company taxes and reports due. 
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NEBRASKA 


August 15—— 


Alcoholic beverage manufacturers’ and 
wholesale distributors’ reports due. 
Gasoline tax and reports due. 


Imitation butter tax and reports due. 





NEVADA 
August—First Monday—— 
Property tax (quarterly installment) due. 
August 15—— 
Carriers’ gasoline tax reports due. 
August 25— 
Dealer’s gasoline tax and reports due. 
Fuel users’ tax and reports due. 


NEW HAMPSHIRE 

August 10—— 

Alcoholic beverage licensee’s reports and 

fees due. 

August 15—— 

Use fuel tax and reports due. 
August 31—— 

Distributors’ gasoline tax and reports due. 


NEW JERSEY 
August 1—— 
Bank share tax (quarterly installment) 
due. 
Domestic insurance companies’ premiums 
tax due. 
Property tax (quarterly installment) due. 
Telephone, telegraph, express, parlor and 
sleeping car, gas and electric light, and 
pipe line companies’ gross receipts tax 
due. 
August 10—— 
Excise tax on interstate busses due. 
Gross receipts tax and reports due from 
busses and jitneys in municipalities. 
August 15—— 
Foreign corporations’ 
reports due. 
Manufacturers’, distributors’, warehouse- 
men’s, transporters,’ and distributors’ 
alcoholic beverage taxes due. 
August 20—— 
Retailers’ alcoholic beverage taxes and re- 
ports due. 
August 30—— 
Carriers’ gasoline tax reports due. 
August 31—— 
Distributors’ gasoline tax and reports due. 


franchise tax and 


NEW MEXICO 


August 15—— 
Occupational gross income tax and reports 
due. 
Oil and gas severance gross production re- 
ports due. 
Severance tax and reports due. 
August 20—— 
Motor carriers’ tax and reports due. 
August 25—— 
Gasoline tax and reports due. 
Use or compensating tax and reports due. 


NEW YORK 
August 15—— 


Transportation and transmission com- 
panies’ additional tax due. 
August 20—— 
Alcoholic beverage tax and reports due. 
August 25—— 
New York City conduit company taxes and 
reports due. 


New York City public utility excise tax 
and returns due. 
August 31—— 
Gasoline tax and reports due. 
Water, gas, electric, etc., company taxes 
and reports due. 
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NORTH CAROLINA 
August 1 
Cigarette distributors’ report due. 
Public utility, express, pullman and tele- 
graph corporation taxes and reports due. 
August 10—— 
Carriers’ gasoline tax reports due. 
Railroads’ alcoholic beverage tax and re- 
ports due. 
August 15—— 
Sales tax and reports due. 
Last day to make semi-annual reports and 
pay insurance company premiums taxes. 
Spirituous liquor tax due. 
Use tax reports and payment due. 
August 20—— 
Distributors’ gasoline tax and reports due. 
Franchise carriers’ and haulers’ taxes and 
reports due. 





NORTH DAKOTA 





August 1 
Last day for filing domestic corporation 
reports and paying fees. 


August 15—— 
Alcoholic beverage transactions tax and re- 
ports due. 
Gasoline tax and reports due. 
Interstate motor carriers’ taxes due. 


OHIO 
August 1—— 

Public utilities’ (except railroads’, street 
railways’ suburban and interurban rail- 
ways’) excise tax returns due. 

August 10—— 

Admissions tax and reports due. 

Class A and B permittees’ alcoholic bever- 
age reports due. 

August 15—— 

Cigarette use tax and reports due. 
August 20—— 

Dealers’ gasoline tax reports due. 
August 30—— 

Carriers’ gasoline tax reports due. 
August 31—— 

Foreign insurance company premiums tax 
(second installment) due. 

Gasoline tax due. 


OKLAHOMA 
August 1—— 
Last day for filing affidavit of capital stock 
of foreign corporations. 
Oil, gas and mineral gross production tax 
and reports due. 
August 5—— 
Operators’ reports of mines (other than 
coal) due. 
August 10—— 
Airports’ gross receipts tax and reports 
due. 
Alcoholic beverage tax and reports due. 
August 15—— 
Gasoline tax and reports due. 
Sales tax and reports due. 

















D iges 


and in 
state a 
On ac 
serves 
bonds 
the ge 
ments 
from 

mortg: 
for a 

come 
cludes 
and t! 
deterr 
the T 
set 01 
sult it 
the c 


The 
the r 
were 
but d 
loophy 
ot m 
able t 


Sor 
the 1, 
whict 
the n 
erty | 
inher 
eratic 
quire 
a dec 






















ele- 
jue, 


and 
ces. 


lue. 
and 


tion 


| re- 


reet 
rail- 


ver- 


; tax 


stock 


1 tax 


than 


ports 


ue. 


July, 1943 





STATE TAX CALENDAR 


STATE TAX CALENDAR 
















August 20—— 
Carriers’ gasoline tax reports due. 
Carriers’ use fuel oil tax reports due. 
Coal mine operators’ reports due. 
Use fuel oil tax and reports due. 
Use tax and reports due. 


August 31—— 
Corporation license tax due. 
Last day to file corporation license tax 























reports. 
OREGON 
August 10—— 
Oil production tax and reports due. 
August 15—— 
Last day to pay corporation license tax. 
August 20—— 
Alcoholic beverage excise tax and reports 
due. 


Motor carriers’ taxes and reports due. 
August 25—— 
Gasoline tax and reports due. 








PENNSYLVANIA 


August 1—— 

Last day to file public utility reports and 
pay taxes. 

Motor carriers’ gross receipts tax and re- 
ports due. 

August 10—— 

Importer’s spirituous and vinous liquor 
reports due. 

Malt beverage reports due. 

August 15—— 

Employers’ returns due on tax withheld 
at source under Philadelphia Income Tax 
Law. 

Manufacturers’ alcoholic beverage tax and 
reports due. 

August 31—— 
Gasoline tax and reports due. 


RHODE ISLAND 





August 1 

Tax due on interest-bearing time deposits. 
August 10—— 

Manufacturers’ alcoholic beverage reports 

due. 

Tobacco products tax reports due. 
August 15—— 

Gasoline tax and reports due. 


SOUTH CAROLINA 
August 10—— 
Admissions tax and reports due. 
Beer and wine wholesalers’ reports due. 
Last day to file power and use tax return 
and pay tax. 


August 20—— 


Gasoline tax and returns due. 
Special use fuel tax and reports due. 


August 31—— 


Annual schedule and report of railroads 
due. 

Last day for franchise tax reports to be 
filed or corporate charter annulled. 


SOUTH DAKOTA 


August 1—— 


Passenger motor carriers’ tax due. 


August 10—— 


Interstate motor carriers’ taxes and re- 
ports due. 


August 15—— 


Alcoholic beverage sales reports due. 
Carriers’ gasoline tax reports due, 
Dealers’ gasoline tax reports due, 
Use fuel tax and reports due. 


TENNESSEE 


August 1—— 


Cottonseed oil mill reports due. 
Public utility gross receipts tax and re- 
ports as of July 1 due. 


August 10—— 


Barrel beer tax due. 

Carriers’ gasoline tax reports due. 

Last day to make alcoholic beverage re- 
ports. 


August 15—— 


Carriers’ use fuel reports due. 
Use fuel reports due. 
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and interest from tax-exempt government, 
state and municipal bonds was also deducted. 
On account of the great increase in the re- 
serves, the substantial amount of tax-exempt 
bonds held by the life insurance companies, 
the general in interest rates on other invest- 
ments and the decrease in income resulting 
from the foreclosure of many real estate 
mortgages, none of the larger companies had 
for a number of years paid any federal in- 
come taxes at all. The gross income in- 
cludes, as before, only investment income, 
and the percentage of deductions is to be 
determined each year by the Secretary of 
the Treasury in accordance with a formula 
set out in the statute, and intended to re- 
sult in the payment of substantial taxes by 
the companies. 


The 1942 Revenue Act did not increase 
the rates of estate and gift taxes, which 
were deemed to be already sufficiently high, 
but devoted itself to closing a number of 
loopholes through which a substantial amount 
ot money left by wealthy decedents was 
able to escape the tax-gatherer. 












































Some of the most important changes in 
the law relate to powers of appointment, 
which offer a tempting means of restricting 
the number of times that part of the prop- 
erty of a wealth family-is planed off by the 
inheritance tax in any given number of gen- 
‘rations. As early as 1918, Congress re- 
quired the inclusion in the gross estate of 
a decedent of property passing by a general 
























power of appointment under his will, or 
under a deed in contemplation of or taking 
effect on his death. While this statute re- 
ceived some amendment prior to 1942, it 
left ample opportunities for the use of 
powers of appointment without incurring 
liability to a second estate tax. It applied 
only to general powers of appointment and 
did not affect powers in which the property 
could be appointed only among certain desig- 
nated persons or among persons of a certain 
class; and it did not affect the estate of a 
decedent who did not exercise the power 
granted to him. 


The Revenue Act of 1942 further extended 
the inclusion of property passing under a 
power of appointment. Not all special 
powers of appointment now enjoy in their 
exercise freedom from the second tax, but 
only those in which the property may be 
appointed to persons in the immediate family 
of the donor or the donee of the power or 
to charities, or in which the power may be 
exercised only within a restricted class and 
the donee of the power has no interest in 
the property. Furthermore, if the power 
does not fall within either of these exemp- 
tions, the property passing by non-exercise 
of the power by a decedent is included in 
the estate of such decedent. 

The Act further provided that the amend- 
ment relative to powers of appointment 
should not apply to any power created be- 
fore the passage of the Act which was 
released before January 1, 1943. 

The proceeds of insurance policies on the 
life of the decedent were not in terms in- 
cluded in his gross estate for tax purposes 
until 1918. Previously it had been contended 


that such proceeds when payable to his 
executor or to his estate should be included 
under the general provisions of the law. In 
1918, it was provided that all insurance pav- 
able to his estate, and all in excess of $40,000 
payable to designated beneficiaries, should 
be included in his gross estate for tax pur- 
poses; and this provision remained unchanged 
until 1942. 


The inclusion of the proceeds of insurance 
policies payable to designated beneficiaries 
in the gross estate of the insured was held 
to be constitutional, but later decisions held 
that when the insured had parted with all 
incidents of ownership of the policies, such 
as the right to change the beneficiary, the 
right to borrow on the policy and the right 
to surrender it for cash, nothing passed on 
his death, and the payment a the policy 
to those who already had an irrevocable 
right to receive payment whenever the in- 
sured should die, was not such a transfer as 
could be made subiect to a tax. 


The more recent tendency of the court to 
recognize the actual transfer of economic 
benefits as a taxable event, without so much 
regard to technical and refined principles of 
law, was reflected in a decision of the Court 
of Claims in 1939, holding the proceeds of 
life insurance in excess of $40,000 taxable 
when taken out after 1918, even though the 
insured had parted with all incidents of 
ownership, provided the insured had himself 
paid the premiums. The Treasury Depart- 
ment changes its regulations to conform 
with the decision of the Court of Claims. 
The 1942 Revenue Act amends the Code so 
as, in general, to conform to the amended 
regulations. 








August 20—— 
Distributors’ gasoline tax and reports due. 
Liquid carbonic acid gas reports due, 


TEXAS 
August 15—— 
Oleomargarine tax and reports due. 
August 20—— 
Liquefied gas and liquid fuel use tax and 
reports due. 
Motor fuel and use fuel taxes and reports 
due. 


August 25—— 

Carbon black production tax and reports 
due. 

Natural gas production tax and reports 
due. 

Oil production tax and reports due. 

Theatre prize and awards tax and reports 
due. 


UTAH 
August 10—— 
Carriers’ use fuel tax reports due. 
Liquor licensee reports due. 
August 15—— 
Use fuel tax and reports due. 
August 25—— 
Distributors,’ retailers’ and carriers’ gas- 
oline tax reports due. 


VERMONT 
August 10—— 
Alcoholic beverage tax and reports due. 
August 15—— 
Electric light and power company taxes 
and reports due. 
August 31—— 
Gasoline tax and reports due. 
Last day for domestic banks to pay semi- 
annual installment of deposits tax. 


VIRGINIA 
August 10—— 
Beer dealers’, bottlers’ and manufacturers’ 
reports due. 
August 20—— 
Carriers’ gasoline tax reports due. 
Gasoline tax and reports due. 
Use fuel tax and reports due. 


WASHINGTON 
August 10—— 
Brewers’, distillers’, manufacturers’ and 
wineries’ alcoholic beverage reports due. 
August 15—— 
Carriers’ gasoline tax reports due. 
Butter substitutes tax and reports due. 
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August 20—— 
Butter fat tax due. 
Use fuel tax and reports due. 
August 25—— 
Gasoline and fuel oil reports and tax due. 


WEST VIRGINIA 
August 10—— 
Alcoholic beverage tax and reports due. 
August 15—— 
Sales tax and reports due. 
August 30—— 
Gasoline tax and reports due. 


WISCONSIN 

August 1 

Income tax (second installment) due. 
August 10—— 

Alcoholic beverage tax reports due. 

Tobacco products tax returns due. 
August 15—— 

Freight line railroad gross receipts re- 

ports due. 


August 20—— 
Gasoline and diesel fuel tax and reports 
due. 
August 31— 
Privilege dividends tax due. 


WYOMING 

August 10—— 

Carriers’ gasoline tax reports due. 
August 15—— 

Dealers’ gasoline tax reports due. 

Sales tax and reports due. 

Use tax and reports due. 

Wholesalers’ gasoline tax and reports due. 
August 20—— 

Motor carriers’ tax and reports due. 


FEDERAL TAX CALENDAR 
August 15—— 

Corporation income tax and excess profits 
tax returns due for fiscal year ended 
May 31. Forms 1120 and 1121. 

Entire income-excess profits taxes or first 
quarterly installment due on returns for 
fiscal year ended May 31. Forms 1040, 
1041, 1120, 1121, 1120H, 1120L. 

Entire income tax or first and second quar- 
terly installments due under general ex- 
tension (citizens abroad, etc.) for fiscal 
year ended February 28, with interest at 
6% from May 15 on first installment. 
Form 1040 or 1120. 

Entire income tax or first quarterly install- 
ment due on returns of nonresidents for 
fiscal year ended February 28. Forms 
1040B, 1040NB, 1040NB-a, 1120NB. 

Fiduciary income tax returns due for fiscal 
year ended May 31. Form 1041. 

Foreign partnership return of income due 
by general extension for fiscal year end- 
ed February 28. Form 1065. 

Individual income tax returns due by gen- 
eral extension for fiscal year ended Feb- 
ruary 28, in case of American citizens 
abroad. Form 1040. 

Individual income tax return due for fiscal 
year ended May 31. Form 1040. 


Last quarterly income-excess profits tax 
payment due for fiscal year ended 
August 31, 1941. Forms 1040, 1041, 1120, 
1120H, 1120L, 1121. 


Last quarterly income tax payment due 
on returns of nonresidents for fiscal year 
ended May 31, 1941. Forms 1040B, 
1040NB, 1040NB-a, 1120NB. 


Life insurance company income tax returns 
due for fiscal year ended May 31. Form 
1120L. 
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Monthly information return of stockhold- 
ers and directors of foreign personal 
holding companies due for July. Form 
957. 

Nonresident alien individual income tax 
return due for fiscal year ended Feb- 
ruary 28. Form 1040B. 

Nonresident alien individual income tax 
return due (no U. S. business or office) 
for fiscal year ended February 238. 
Forms 1040NB, 1040NB-a. 

Nonresident foreign corporation 
tax return due for fiscal year 
February 28. Form 1120NB. 

Partnership return of income due for fiscal 
year ended May 31. Form 1065. 

Resident foreign corporations and domestic 
corporations with business and books 
abroad or principal income from U. S. 
possessions—returns due for fiscal year 
ended February 28, by general extension. 
Forms 1120 and 1121. 

Second quarterly income-excess profits tax 
payment due for fiscal year ended Feb- 
ruary 28. Forms 1040, 1041, 1120, 1120H, 
1120L, 1121. 

Second quarterly income tax payment due 
on returns of nonresidents for fiscal year 
ended November 30, 1941. Forms 1140B, 
1120H, 1120L, 1120NB. 

Stockbrokers’ monthly return of stamp ac- 
count due for July. Form 838. 

Third quarterly income-excess profits tax 
payment due for fiscal year ended No- 
vember 30, 1941. Forms 1040, 1041, 1120, 
1120H, 1120L, 1121. 


August 20—— 

Monthly information return of ownership 
certificates and income tax to be paid at 
source on bonds due for July. Form 
1012. 


August 31—— 

Admissions, dues and safety deposit box 
rentals tax due for July. Form 729. 

Excise taxes on electrical energy, tele 
graph and telephone facilities, transpor-— 
tation of oil by pipe line, and passenger 
transportation due for July. Form 727. 

Excise taxes on lubricating oils, matches, 
and gasoline due for July. Form 726. 

Excise taxes on sales due for July. Form 
728. 

Processing taxes on oils due for 
Form 932. 

Retail dealers’ excise tax and returns due 
for July on jewelry, etc., furs and toilet 
preparations. Form 728a. 

Sugar (manufactured) tax due for July.” 
Form 1 (Sugar). “ 

Tax on bowling alleys, billiard and pool: 
rooms and coin-operated amusement and” 
gaming devices due for July, if liability 
incurred. Form 11B. 
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